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GRAPHIC OUTLINE OF THE IAS COURSE 


To prepare each student for his specific vocational objective, LAS offers an 
elective program covering a wide range of accounting and allied subjects. 
A thorough foundation in Accounting Elements then selects from the electives* shown on the 


and General Accounting is acquired through com- chart those leading to his immediate job- 
pletion of the first 40 assignments. The student _ objective. 
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* An elective consists of 10, 20, or 30 comprehensive study assignments, as indicated by the length of the bar on the chart. 
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Thus the IAS elective program enables the stu- Graduate, the IAS student can broaden his 
dent to progress directly to his specific goal. knowledge of accounting and management 
Then, through the Life Scholarship Privilege through study of any, or all, of the other elec- 
earned by each Diploma Course (90 assignments) __ tives, at no additional cost. 


The school’s 24-page catalogue is available free upon request. Address 
your card or letter to the Secretary, LAS, at the address below. 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD + CHICAGO 6, ILLINOIS 
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BENJAMIN R. MAKELA 
Publication Manager 


CEIL SMITH THAYER 
Assistant Editor 


JOHN A. MURPHY 
Advertising Manager 


Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required im the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together 
— the necessary procedures to effectuate the 
plan. 


2. To measure performance against approved 
operating plans and standards, and to veport 
and interpret the results of operations to all 
levels of management. This function imeludes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 


3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and. procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 


4. To report to government agencies, as re- 
quired, and to supervise all matters relat:ng 
to taxes. 


5. To interpret and report on the effect cf 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of tke 
business. 


6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper imsurance 
coverage. 


MPA 


eo Dense 
Member 
Magazine Publishers 
Association, Inc. 
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Can |. D. P. save your company money ? 


YOU'LL FIND THE PROFITABLE ANSWERS IN THIS FREE BOOK 


Automation of your office can start with this free book. It within a single department, between departments, or 
tells you what Integrated Data Processing is, how simply it throughout the branches and plants of a nation-wide organ- 


can be applied to your business, how little it will cost you, ization, this book is a guide to money saving and increased 
how to start and where to start your program. efficiency for you. 

It tells you how DITTO gives you Integrated Data Proc- Below are representative examples of companies like your 
essing in its simplest and most inexpensive form. Regard- own which are already enjoying the benefits of DITTO Inte- 


less of whether you are concerned with processing of data grated Data Processing: 


PAYROLL 
Construction Engi- 
neering company 
saves $30,000 
annually 


PURCHASE- 
RECEIVING 


Military Aircraft 
manufacturer saves 
$50,000 annually 


DITTO 


% Send for complete case histories telling how these savings are made. 
Take the First Step to Automation in Your Office—MAIL COUPON TODAY. 


PRODUCTION 
Hardware manufac- 
turer saves $24,000 
a year 


ORDER-INVOICE 


I 
*How DITTO | 
Rubber Goods 
1 
! 


I. D. P. 


saves money: 


manufacturer saves 
$27,000 a year 


TA INTEGRATED 








DITTO, incorporated,6850 N. McCormick Rd., Chicago 45, Ill. 











DITTO, of Canada Ltd., Toronto, Ontario 
DITTO, (Britain) Ltd., 126/128 New Kings Road, Fulham, London, S.W. 6 England 
At no cost or obligation, please send us: 
0D Integrated Data Processing Brochure 
O Case histories and information on how you can save us money, time and 
effort with DITTO |. D. P. for: 
. O Order-Billing O Production O Purchase-Receiving 
' O Payroll O Inventory O Other 
Name, Position 
C 7 
1956 Addre 
City. County. State 
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WELFARE FUND CONTROLLERS 


Editors, THE CONTROLLER: 

Mr. Woodrow Johnson’s letter entitled 
“Turnabout” on page 52 of the February 
issue of THE CONTROLLER is interesting 
but in my opinion it does not go far 
enough. 

It would seem to me that your mag- 
azine should expand its scope to include 
the problem of the controller in activities 
not covered by industry. In addition to the 
problems of government I am thinking of 
the problems of welfare funds. 

In Philadelphia, for example, the wel- 
fare fund with which I am associated has 
an annual pledge income of over $4 mil- 
lion and at one time as high as $8 million. 


The problems of my office in regard to 
receivables are as acute as those of many 
commercial enterprises and in volume, it 
contracts from a 30,000 high to a 5,000 
low during the year. 

Collection problems are obviously more 
delicately handled than in industry be- 
cause we sell intangibles only. Our per- 
sonnel problem is one of sudden expan- 
sion and contraction; and our campaign, 
which is in effect our sales problem, is a 
huge splurge in a relatively short period 
of time. 

It probably would be of interest to other 
members of this profession to become 
aware of the numerous divisions of the of- 





Corn Products Manufacturer 
Pharmaceuticals Manufacturer 
Abrasives Manufacturer 
Exporter 

Natural Gas Distributor 
Cement Manufacturer 


employer's representative. 


fee basis. 





SUBSTANTIAL SAVINGS 


Often Available in Firm’s Share of Group Plan 
Premiums 


Six Clients Who Saved 5% to 83% Annually 
From an Audit of Their Group Insurance 


e A careful check of the insurance companies’ rates, dividends 
(or experience refunds) and retentions should be made by the 


© Our thirty years experience in auditing and designing Em- 
ployee Insurance Benefits programs is available on a reasonable 


HERBERT L. JAMISON & CO. 


Group Insurance Specialists 
270 MADISON AVENUE, NEW YORK 16 


Saving in Firm’s Cost 


$ 9,500 30% 
3,140 8% 
6,000 83% 
1,750 20% 
7,382 5% 

32,684 27% 


MUrray Hill 9-1104 








fice of the controller and the active ingred- 
ients of his daily life. 

At this moment we have just about 
completed converting our internal system 
from a manual one to an electrical one 
and are now interested in setting up a 
printing department. I venture to say that 
as soon as this is over, something new will 
creep up on the horizon. 

In passing, I may also add that Con. 
trollers Institute might modify its by-laws 
to permit those who are in a nonprofit 
field to join their colleagues. 


SYDNEY E. JAFFE 
Controller 

UJA 
Philadelphia, Pa. 


We refer Mr. Jaffe and other readers to 
the article by Allen C. Ritz entitled “Ac. 
counting and Budgeting for Social Agen. 
cies” published in the March 1955 issue of 
THE CONTROLLER. Mr. Ritz, a member of 
Controllers Institute, is president of the 
Syracuse Association of Workers for the 
Blind, Inc. (know as the Lighthouse) and 
also a member of the Advisory Board of 
Directors of the Syracuse Salvation Army. 

—The Editors’ 


PEIRCE FANS 
Editors, THE CONTROLLER: 


I've been looking forward to this month 
so I could read and order James L. Peirce’s 
new paper—'‘Controllership and Cost Ac- 
counting.” Here’s the cost of it.* 

I seldom write letters to the editor un- 
less I want something. I am sure there are 
a number of others like myself who, al- 
though we don’t let you know it, do appre- 
ciate many of your articles and your serv- 
ices such as this one of making reprints 
available. 





R. W. HAGUE 
Dayton, Ohio 


* Reprints of Mr. Peirce’s latest article are 
available from Controllers Institute, Two 
Park Avenue, New York 16, N. Y. at 35 
cents each. 

—The Editors 


Editors, THE CONTROLLER: 

Permission is requested to reproduce 
“Controllership and Cost Accounting” by 
James L. Peirce from the August 1956 is- 
sue of THE CONTROLLER for use as a S¢- 
lected reading in training activities of this 
agency. Distribution of the article would 
be limited to agency people involved in 
personnel development programs. Full 
credit would be afforded the author and 
publisher. 

We appreciate the cooperation you have 
previously extended us and your efforts 
in presenting material that aids the im- 
provement of management. 

SHELBY L. PATTERSON 
Chief, Office of Training 
National Security Agency 
Washington 25, D. C. 
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Memory-power 


THIS INGENIOUS ‘““MEMORY” (magnified here) helps make possible 


35 basic models of Sensimatics—one made for your type of accounting job! 


extends automatic accounting to all 


KNOW NO BOUNDS. Bring on your 

the easy ones, the 
very toughest. There are Burroughs 
Sensimatic Accounting Machines just 
made to take them all in stride! 


What makes this possible? The 
widest range of ““memory-power”’ ever! 
Fact is, there are 35 basic models of 
Sensimatics split into five broad series. 
And this gives you a choice of totaling 
capacity or ““memory-power,”’ ranging 
from 2 totals clear up to 19 totals. 


This means you get (and only have 
to pay for!) a machine with just the 
“memory-power” your accounting 
jobs demand. Just as if it were designed 
especially for you! 


And that’s only the half of it. For 


models and all-purpose machines alike 
—has its own exclusive “mechanical 
brain,” too. And it’s literally hand- 
tailored to pilot you through all your 
accounting operations automatically! 


It all adds up to this: Now you can 
enjoy the economy and security of 
truly mechanized accounting—geared 
specifically to your needs, whatever 
your needs! Complete demonstration? 
Just phone our branch. Burroughs 
Corporation, Detroit 32, Michigan. 


Burroughs 


ed 
4% 


Burroughs Sensimatic 


**Burroughs” and ‘‘Sensimatic”’ are trademarks 


each Sensimatic—highly specialized 
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DEVELOPING READING HABITS 


Editors, THE CONTROLLER: 

During the Wharton Refresher Confer- 
ence the conferees that come to us from 
industry are exposed to lectures, discus- 
sions, the current literature in the field 
and primary source material. It isour hope 
that we can develop reading habits and 
establish an interest in the material cur- 
rently published. 

In order to accomplish these purposes 
we give to each conferee what we call our 
“Notebkook.’’ This notebook is not sold to 
anyone. It is our purpose of acquainting 
each conferee with the material in his 
field, with which he should become better 
acquainted. In a follow-up, we have 
discovered that some success has been 
achieved. The volume of books that these 
people have bought has been increasing 
from the bibliography material we have 
distributed to them in the notebook. 

To safeguard the course of information 
and to give credit where credit is due, we 
quote extensively from the material we 
want to bring to their attention. 

Attached you will find a copy of the ex- 
cerpts* we want to use to introduce the 
conferees to the literature that you have 





Forthcoming Features 


IN THE CONTROLLER 


Ye DEFERRED PROFIT SHARING TODAY 
by Lee Soltow and Warren Reininga 
3% MACHINE CONTROL OF RECORDS 


%e OPERATIONS RESEARCH AND THE CONTROLLER 


¥%& EXECUTIVE CONTROLS—WHAT AND WHY 





published. We ask, with this letter, for 
your permission to quote from your texts. 
We want to honor your copyright privi- 
leges. 


G. Jay ANYON 

Associate Director 

Wharton Refresher Conference 
University of Pennsylvania 
Philadelphia, Pa. 


* The article referred to was "Standard 
Time Data for Clerical Performance Stand- 
ards” by Paul B. Mulligan from the April 
1952 issue of THE CONTROLLER. 

—The Editors 


LOST—THREE GOOSE EGGS! 
Editors, THE CONTROLLER: 

From the Washington News page of 
the August issue of THE CONTROLLER it 
might be inferred that the Small Business 
Administration is indeed small, in fact, 
they would hardly be rated beyond pawn 
shop capacity if it is true that “In a recent 
period of two-and-one-half weeks the 
Small Business Administration approved 
300 loans totaling $10,000 .. .” 

On this basis the Administration would 
probably cost more than the aggregate 
amount of the loans. 


THE CONTROLLER...... 2.0... 00-eee0se.0+++..-OCTOBER 1956 


Do you suppose you could get me a loan 
of about $35.00 payable in ten years? 


GLENN T. BODMAN 
Assistant Controller 
Continental Oil Company 
Ponca City, Okla. 


The figure should have been $10 million, 
not $10,000. We would like to get some 
loans on those terms, too.—The Editors 


AN EXPECTED VISIT 
Editors, THE CONTROLLER: 

The thought occurred to me that the 
copy of the attached letter might possibly 
be an item for inclusion in “Correspond- 
ence” in some future issue of THE Con. 
TROLLER. Mr. Fay granted me permission 
to send this letter to you. 


BLANCHE SCHAFFER 
Secretary to C. R. Fay 


Mr. C. R. Fay 

Vice president and controller 
Pittsburgh Plate Glass Co. 
Pittsburgh, Pa. 

Dear Sir: 

We have read with great interest your 
article published in THE CONTROLLER about 
“Developing Accounting Practices Among 
Executives” in the September 1955 issue. 

As two gentlemen of our corporation, 
manufacturers of upholstered furniture and 
mattresses, Eugen Hemmers and Walter 
Meyn, have the intention to go to the United 
States in October 1956 or May 1957 they 
would be pleased to have the opportunity 
to visit such good organizations as you de- 
scribed. We would therefore ask you to give 
them the chance to come to see you and 
your corporation for this purpose. 


CARL HEMMERS 

Rheinische Polstermébelwerke Carl 
Hemmers 

Duisburger Strasse 311 

Oberhausen, Rheinland, Germany 





APPRAISALS 


for Insurance Purposes 


A new build'ng costing $100,000 at the end 
of World War Il would have cost approxi- 
mately these amoun's to replace or dupli- 
cate in each year following: 
1945—$100,000 1951—$185,600 
1946— 123,500 1952— 191,400 
1947— 147,500 1953— 199,700 
1948— 164,000 1954— 201,300 
1949— 163,500 1955— 205,500 
1950— 171,500 1956— 215,700 


A fully documented APPRAISAL, covering 
all BUILD-NGS AND CONTENTS, is a neces- 
sary adjunct for keeping your insurance 
program up-to-date during periods of in- 
flation and increased replacement costs. 


Your inquiry is solicited 


LOCKWOOD GREENE 
ENGINEERS, INC. 


41 East 42nd Street, New York 17 
Boston 9, Mass. e Spartanburg, $.& 
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Corporate Good Citizenship 

Almost $1 billion was allocated during 1955 by tax-free 
foundations identified with American corporations or busi- 
ness leaders. In half a century the number of such founda- 
tions chartered has grown from 16 to several thousand with 
assets over $7 billion, and the trend continues upward, at 
the rate of 200 a year, according to a recent survey. 

One important by-product of this aspect of “good citi- 
zenship’’ via corporation foundations is the goodwill it en- 
genders. But corporate giving may also entail problems that 
are complex, although not insurmountable. 

The need for large-scale philanthropy is increasing daily, 
and “it is warming,” declares Claude L. Alexander, “to 
think that our corporate enterprises are moving fast to recog- 
nize the human side of their affairs.” Mr. Alexander is ex- 
ecutive secretary of the Contribution and Membership Com- 
mittee, Standard Oil Company (New Jersey). 

By choice, rather than by compulsion, he points out, our 
corporations are acknowledging that “the society from which 
they draw their livelihood is owed something in return in 
addition to good products, good wages, good dividends. In 
its giving, business has a golden opportunity to demonstrate 
that it can be responsive to the needs of society beyond ma- 
terial requirements. And, in doing so, it is helping itself 
most of all.” 

Another indorsement of this cooperative approach by 
business came in a recent speech by Neil McElroy, president, 
the Procter and Gamble Company, who discussed new hori- 
zons for industry—education relations. He emphasized that 
“business must not be slow to do its part in making certain 
that in the crucial years ahead our independent institutions 
of learning are prepared for the vital task they face. It is a 
tesponsibility and an opportunity for all.” 

These observations provide a pertinent prelude to the re- 
view, on page 486 of this issue, of the recently published 
book, “Philanthropic Foundations” by F. Emerson Andrews 
—a subject of interest to corporate controllers and financial 
officers, 


More (and More) Investors 

Broadening the base of ownership of corporate shares has 
been a much-discussed subject—and generally in the affirma- 
tive. Too much, however, should not be expected from cur- 
tent drives aimed at increasing the number of stockholders, 
according to Professor James P. Logan of the Amos Tuck 


School of Business Administration at Dartmouth College. 

In his booklet, ‘Everyone a Stockholder?”’ Professor Lo- 
gan considers problems involved in broadening share owner- 
ship. He points out that some of the hoped-for advantages 
may not be achieved as automatically as some proponents 
indicate. For example, he notes that stock ownership in itself 
does not assure greater public sophistication about business 
and economic affairs, and that during a period of economic 
decline stock ownership may actually increase dissatisfaction 
with business leadership. He also points to the unreality of 
expecting people in lower-income groups to become a major 
source of equity capital, and describes the problems that 
face brokers who serve small investors. 

However, he finds that people with incomes above $10,000 
a year, or those who have some college education, or those 
who hold administrative positions in business, appear to be 
good prospects for stock ownership. Not only can they pro- © 
vide additional equity capital but they can also strengthen 
their own investment position by purchasing stocks. 

‘Attracting more people into share ownership is a good 
idea when they have the funds, the knowledge, the sources 
of information and the time for surveillance required,” Mr. 
Logan declares. It appears to be a well-placed caution signal. 


Teamwork: Con 

Although federal labor laws protect workers against dis- 
charge for concerted action, decisions of the NLRB and fed- 
eral courts make it clear that such activities must not have 
the possible consequence of destroying the employers’ busi- 
ness. Discussing this subject, Commerce Clearing House 
cited recent cases in which employers were upheld in drop- 
ping workers for disloyalty, including: 


1. An employe who acted as an employment agent to 
secure offers from other employers for the engineers work- 
ing for his company; 

2. Workers who distributed handbills disparaging their 
employer's products; and 

3. Employes who had established a nation-wide boycott 
against their firm’s products. 


What price loyalty, indeed! 


The Bigger, the Balder 

A recent news report brings word that experiments by a 
professor of anatomy prove that men grow bald because 
their brains grow big. 

Further, our professorial contemporary concludes that 
“fat heads retain their hair long after the lean ones have 
lost theirs.” 

Any resemblance to friends, neighbors, relatives—or busi- 
ness associates—is, of course, purely coincidental. 

The same professor reports that women generally have 
more fat everywhere and particularly under the scalp. There- 
fore, they retain their hair longer than men. He also states 
that women have smaller brains than men. 


Uh, huh. 
—PAUL HAASE 
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looking for a New York correspondent? 


... focus on the people at 


Wiaat do you look for in a New York correspondent? 
¢ Prompt and efficient check clearing? 
¢ Assistance on portfolio analysis? 
e Up-to-the-minute credit information? 


These are just a few of the 33 reasons why so many bankers select Chase 
Manhattan as their New York correspondent. We'll be pleased to send 
the complete listing. Just ask for ‘‘Doorway to Greater Usefulness. . .” 
What we think is equally important is the spirit of friendliness, of interest 
in your problems whether they are routine or unusual, large or small. 


Why don’t you talk to the people at Chase Manhattan soon? 


THE 


CHASE 


MANHATTAN 
BANK 


HEAD OFFICE: 18 Pine Street, N. Y. 15 


Member Federal Deposit insurance Corporation 
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The Relation of 


Invested Capital to Profit 


Daniel M. Sheehan 


HE PRIMARY PURPOSE of business is to 
(sl a profit. A very important measure 
of the adequacy of this profit is its rela- 
tion to the capital invested. Companies 
which have had the greatest success have 
given consideration not only to an ade- 
quate composite return on invested capi- 
tal, but also to a satisfactory return on 
investment required for each operating 
division and for the manufacture of each 
product. 

There probably are many companies en- 
joying a good ratio of net income to capi- 
tal invested who are unaware that this may 
result from exceptionally good returns on 
certain products which offset low profit 
on some products and losses on others. A 
thorough knowledge of the actual ratio of 
net income to capital invested with re- 
spect to each se would unquestion- 
ably be of great help to these companies 
in assisting management in placing these 
low-profit and unprofitable items on a 
more satisfactory profit basis, thereby im- 
proving the over-all net income. 

Let us study the subject in four phases: 


1. From the standpoint of a company 
over all. 

2. From the standpoint of an operating 
division of a company, organized on 
a divisional basis. 

3. From the standpoint of the return on 
investment in each product of the 
company, and 

4. The estimated rate of return on pro- 
posed projects covering new or ex- 
panded facilities. 


DETERMINATION OF COMPOSITE RATE 
OF RETURN ON INVESTED CAPITAL 
Let us begin, therefore, by defining the 
composite rate of return on the capital in- 
vested in a company or business. It is, first, 
the percentage relation of the net income 
before taxes and before interest on long- 
term debt, and, second, it is the percentage 
relationship of the net income after taxes, 
both to the net worth plus both long-term 


debt and reserve for depreciation. Net 
worth is considered to be the sum of all 
classes of capital stock and surplus. For 
comparative purposes it seems desirable 
to develop the return on invested capital 
both before and after taxes. Federal taxes 
on income have, as we all know, varied 
widely through the years. 

The reserve for depreciation should not 
be considered a reduction of invested capi- 
tal since it represents the retention in the 
business of the funds required to keep 
intact the original investment by the stock- 
holders. Actually, the fixed assets are used 
to produce net income during their entire 
life and therefore the full cost value is 
considered a part of invested capital until 
they are retired from use. 

The generally accepted basis for the 
valuation of fixed assets is original cost. 
Therefore, the surplus used in the deter- 
mination of invested capital should be 
adjusted for any write-downs or write-ups 
in the value of property. 

There may be other items, such as good- 
will, which might be eliminated in the 
determination of invested capital depend- 
ing upon the circumstances surrounding 
the establishment of the values of these 
items. 








trollers 


No attempt will be made to define what 
an adequate return is for the reason that 
it varies between different industries, and 
companies within an industry, depending 
upon the type of operations, the capital 
structure, the risks involved, and other 
factors. From time to time one sees data 
as to the return which is being obtained 
in various industries. These rates, how- 
ever, which are industry averages, may 
not be indicative of what is an adequate 
return. 


RETURN ON INVESTMENT IN 
AN OPERATING DIVISION 

The trend today seems towards organ- 
izing industrial companies by divisions, 
based upon different classes of products 
being sold. This type of organization ap- 
pears specially desirable for medium- and 
large-sized companies. The miain advan- 
tage of the divisionalized organization is 
that it permits the spreading of manage- 
rial responsibility instead of keeping it in 
the hands of a few. 

In this type of organization each divi- 
sion is set up to look after the production 
and sales of certain products and the en- 
gineering and research being conducted 
with respect to these products. 
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the staff of Haskins & Sells, CPAs, St. Louis, Mo. In 1936 
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Haskins & Sells, Houston, Texas, as a partner. Mr. Shee- 
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In addition this divisionalized organ- 
ization has certain staff departments such 
as accounting and treasury, purchasing, 
employe relations and others which func- 
tion for the company as a whole. 

In such an organization it is the usual 
and desirable practice to have complete 
records on each division from which is 
prepared monthly and annually a complete 
financial report including a balance sheet, 
income statement and related statements. 

It is very wise in the case of such an 
organization to include a division which 
is not concerned with operations but 
rather holds the investments in the oper- 
ating divisions and carries in its records 
the long-term debt, the capital stock and 
surplus, and the like. It may also carry the 
excess cash and investments of the com- 
pany since it is a prudent practice in com- 
puting divisional return on investment to 
charge the operating divisions with only 
the cash needed by them in their opera- 
tions. We might call this division the 
corporate division. 

Therefore in a divisionalized organiza- 
tion all the assets and liabilities of the com- 
pany are separated as to each division, 
mostly on an accurate basis but some 
through means of estimation. In reality, it 
is only those assets, such as office buildings 
and equipment for the home office, and 
liabilities applying to the company as a 
whole, which need to be allocated on an 
estimated basis. 

The investment in a division is there- 
fore its net assets with property stated on 
a gross basis. Accordingly, the return on 
investment in a division is the percentage 
relation of its net income before and after 
taxes on income, to the investment. 

















THE RELATION OF NET INCOME TO 
INVESTMENT REQUIRED FOR THE 
MANUFACTURE OF INDIVIDUAL 
PRODUCTS 

Because the relation of net income to 
investment required for the manufacture 
of individual products has not been em- 
phasized to any great extent we shall de- 
vote the greater part of this discussion to 
this phase of the subject. 

It is extremely important in the suc- 
cessful management of a business to know 
its return on investment in each individual 
product. It simply carries the idea of de- 
termination of a composite rate of return 
on investment a step further by applying 
it to the individual products or units which 
go to make up the over-all rate. 

In the computation of individual rates 
of return on capital invested in connection 
with the manufacture of each product, it 
is necessary to allocate the net assets of 
the company to, and ascertain the net in- 
come derived from, each individual prod- 
uct. 

Before going into some detail as to how 
this can be accomplished, it should be 
pointed out that some of the procedures 
may not be applicable in every situation, 
but the underlying principles of alloca- 
tion of net assets will be essentially the 
same. 

The greater portion of the invested 
capital usually is represented by plant 
property and we will first discuss the 
methods which could be used in allocat- 
ing such assets to the various products. In 
this proration it is again suggested that 
one work with the asset values without 
regard for the related reserves for depre- 
ciation and obsolescence. 


“Dear, could you let me have 
ten dollars until doomsday?” 
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Generally, property falls into three 
main classifications of land, buildings, 
and machinery and equipment. 

Idle property, exclusive of that which 
is temporarily not in use, should not be 
taken into consideration in the determina- 
tion of invested capital relating to the 
various products. For accounting purposes 
all operating property can be segregated 
into departments within three major 
groups: 


1. Production departments for the man- 
ufacture of a product or a group of 
related products ; ; 

2. Plant service departments such as the 
power plant and machine shop; and 

3. General office departments. 


For the purpose of this classification, 
land is allocated on the basis of the area 
occupied by the various buildings and the 
resultant valuation of land and buildings 
is distributed on the basis of floor space. 

The next step is to allocate the plant 
service and office departments property 
values to the production departments. 

Property values of the plant service de- 
partments should be allocated in the same 
ratio as the expenses of these service de- 
partments are distributed to the produc- 
tion departments in the setting of standard 
costs, or in the computation of actual costs. 

For example, in the setting of standard 
costs, the power plant expense may be 
distributed on the basis of standard kilo- 
watt hours. The property value of the 
power plant would, therefore, be allocated 
to the various plant departments in the 
same ratio that the estimated kilowatt 
hours for each department bear to the 
total standard kilowatt hours. 

The general office property values may 
be allocated to the plant production de- 
partments on the basis of the values as- 
signed to these production departments 
after charging them with their pro rata 
share of the service department values. 

At this point we have all our fixed 
property segregated into plant production 
departments. The property values in these 
production departments should finally be 
subdivided according to the various prod- 
ucts sold, but this step is not taken until 
other assets also are allocated to the pro- 
duction departments. 

The next asset to be considered is in- 
ventories, assuming division into the usual 
four classes of : 


1. Finished goods. 

2. Goods in process. 
3. Raw materials, and 
4 


: Supplies. 


Finished goods and goods in process 
inventories should be assigned directly to 
the production departments in which they 
are produced. 

The inventories of raw materials used 
in only one department should be assigned 
directly to that department ; otherwise raw 
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materials should be apportioned to depart- 
ments using them on the basis of the con- 
sumption over a representative period of 
time. 

The supplies inventories which include 
mechanical supplies, fuel, and other items, 
may be allocated to the production de- 

partments on the basis of actual usage of 
supplies by the production departments 
over the selected period of time. In work- 
ing out the mechanics of this assignment 
of supplies inventory, it is first necessary 
to charge a portion to the service depart- 
ments and then reallocate that portion to 
production departments on the same basis 
as the expenses of these service depart- 
ments are distributed to the production 
departments in the setting of the standard 
costs, or in the computation of actual costs. 

As a whole, there are fewer problems 
connected with the allocation of inven- 
tories to production departments than are 
involved in the apportionment of fixed 
property. 

After the allocation of fixed property 
and inventories to production depart- 
ments, totals by production departments of 
these two classes of assets should be ob- 
tained, which will then be used as the 
basis for prorating certain other assets to 
production departments. The other assets 
to be prorated in this manner are: Net 
current assets exclusive of accounts re- 
ceivable; inventories and cash in excess 
of normal requirements; and deferred 
charges including insurance deposits. 

It is suggested that cash over and above 
that required for normal operations be ex- 
cluded with the thought in mind that such 
excess cash represents to a degree a fund 
for replacement of property and cash 
which will be used in the payment of 
dividends. In other words, this excess 
cash is definitely not needed in connec- 
tion with current operations and it ap- 
pears as unsound to include it in the in- 
vestment in the products which is a basic 
factor in the establishment of selling 
prices. 

Now we have all the assets and liabili- 
ties which are to be considered in the de- 
termination of the return on investment 
prorated to production departments, with 
the exception of accounts receivable. Be- 
fore describing the method of allocating 
accounts receivable let us consider briefly 
how production department investments 
may be further segregated into the various 
products which are manufactured for sale. 

Assume that products fall into three 
groups, first, products manufactured for 
sale, second, products manufactured for 
sale and also for use in other products, 
and, third, products which are manufac- 
tured only for use in the production of 
other products. 

Without attempting to describe the de- 
tails involved in apportioning the invest- 
ments in the production departments to 
products, it is sufficient to say that in gen- 
etal the investment in each department 




















“If you start a substantial twenty year policy for him right now, 
he can retire before he even goes to work!” 


follows the product of the department to 
the ultimate product sold, which may be 
either directly or through one or more 
other departments. 

As an example, product A is both sold 
as such and used in the manufacture of 
product B. Assuming that investment in 
the product A department amounts to 
$200,000 and that, during the period 
covered in our study of the return on in- 
vestment, 50,000 pounds were sold as 
product A and the equivalent of 150,000 
pounds sold in the form of product B, the 
investment of $200,000 would be allo- 
cated $50,000 to product A and $150,000 
to the department manufacturing prod- 
uct B. 

This, of course, is a relatively simple 
example, but the more complicated situa- 
tions are worked out using the same prin- 
ciple. 

Finally, accounts receivable are allocated 
directly to the various products on the 
basis of the dollar volume of sales, and 
after this is done the work of determining 
the investments in the various products 
manufactured for sale is completed. 

You no doubt realize from what has 
been said that there are many problems 
encountered in segregating the net assets 
of a company into its various products. 
There must necessarily be some arbitrary 
allocations made. However, if good judg- 
ment and care is exercised in selecting the 
bases of allocation, the individual invest- 
ments arrived at will, for all practical 
purposes, be sufficiently accurate. 


DETERMINATION OF 
NET INCOME BY PRODUCTS 

The next phase of the work in connec- 
tion with computation of the return on 
investment by individual products is to 


segregate the net income of the company 
into its various products. 

There should be no difficulty in segre- 
gating the factors of net income making 
up gross profit, namely net sales and cost 
of goods sold. We are assuming that a 
company does sufficient sales analysis work 
to obtain its sales by individual products 
and also determines its cost of goods sold 
by products. 

The other items of net income after 
gross profit in most instances cause diff- 
culty in their proration to products— 
namely selling expenses, administrative 
and general expenses, research expenses 
and miscellaneous credits and charges to 
income. 

Selling expenses can be segregated on 
the books into product groups. These de- 
partmental selling expenses should be 
carefully analyzed and allocated to the 
products falling within the groups on 
the basis of the effort expended on the 
various products. It is apparent that to ob- 
tain this breakdown of selling expenses 
into products, considerable work must be 
done in determining the effort put forth 
by the sales staff in connection with the in- 
dividual products. This requires close coop- 
eration on the part of the sales personnel. 

A very simple method of prorating 
selling expenses to products is to use the 
dollar volume of sales as a basis. This, 
however, in the great majority of cases is 
not an equitable basis and results in dis- 
torting the true net income by individual 
products. While the method suggested for 
allocating selling expenses to products 
requires considerable work, the results 
obtained will justify the effort put forth. 

In the case of administrative and gen- 
eral expenses, such expenses should be 
prorated to products on a composite basis, 

(Continued on page 494) 
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Pan American's 


Electronic Data-Processing Center 


John S. Woodbridge 


pax AMERICAN had its 705-type equip- 
ment installed and placed in operation 
on May 15, 1956. Our cargo and pas- 
senger work is now being processed com- 
pletely on this new equipment. The physi- 
cal installation of the equipment and the 
transition of our processing were com- 
pleted as planned and on schedule so 
smoothly that it was considered unevent- 
ful. These happy results were the culmina- 
tion of a great deal of forethought and 
cooperative planning by many minds, 
coupled with a wealth of constructive en- 
thusiasm on the part of our people. 


BASIC PLANNING 

Our preliminary discussions with the 
manufacturer's engineers had indicated 
the floor space which would be required, 
the type of temperature and humidity 
controls that would be necessary, and 
other general characteristics of the op- 
erating area, including electrical require- 
ments, that would assure proper operating 
conditions. 

We ourselves negotiated individual 
contracts with outside contractors for each 
major phase of the installation, such as 
air conditioning, electrical work, floor 
construction and ceiling treatment. 





JOHN S. WOODBRIDGE was born in Shanghai, China; 
educated University of Caen, Normandy, and Princeton Uni- 
versity; and was twice awarded the French Croix de Guerre 
in World War |. From 1929-1940 he was treasurer and 
assistant comptroller, Pan American World Airways, Inc., 
becoming comptroller in 1940. He is also treasurer, Pan 
American-Grace Airways, Inc.; comptroller, Intercontinental 
Hotels Corporation; and comptroller of Uraba, Medellin & 
Central Airways, Inc. He is a member of Controllers Insti- 
tute, New York State Society of CPAs, NACA, AIA and IIA. 


In December 1955, an area of 2700 
square feet was cleared and turned over 
to these contractors. In March 1956, our 
data-processing room was ready for the 
installation of our equipment. The basic 
planning and supervision of construction 
as it progressed was handled entirely by 
our own personnel, submitting their speci- 
fications and drawings to the equipment 
manufacturers for their approval; the in- 
stallation area has been completed at a 
cost far less than ordinarily prophesied. 

The 705 equipment was delivered in 
April 1956 and the manufacturer's engi- 
neers went immediately to work on setting 
up and testing the equipment. On May 
15, we accepted delivery officially. 


TRANSITION OF OUR 
ACCOUNTING WORK 

Our plan for the transition of our ac- 
counting work to the 705 equipment pro- 
vided for the creation of an Electronics 
Development Group of top-level, highly 
qualified employes, expert in their par- 
ticular fields of accounting and control 
operations. We included the operating 
heads of the passenger and the cargo rev- 
enue accounting sections, who had no pre- 
vious machine experience, sending them to 
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electronics school for a month. We added 
men with experience in handling revenue 
in our Tabulating Section, to accompany 
this first group. Thus we formed the nu- 
cleus for our revenue application team. 

Additional experienced accounting and 
tabulating people were sent to school, and 
later joined our Electronics Development 
Group. Release from their regular duties 
for full-time assignment to the electronics 
group created vacuums within their oper- 
ating sections; their assistants handled the 
daily operations in a competent manner, 
gaining valuable experience in the process. 
IBM assigned three of its trained planners 
to round out the task force, and thus the 
group was integrated. The first months 
were spent in general consultation and 
planning as to how to approach the 
job, including examination and decisions 
whether or not to redesign existing ac- 
counting techniques, together with the ac- 
tual translation of existing document flow- 
charts to block diagramming. 

Process segmentation became increas- 
ingly important in their studies, especially 
insofar as it applied to facility of replac- 
ing or modifying sections of work without 
shocking and dislocating the entire pattern. 


PASSENGER AND CARGO TEAMS 

It soon became apparent that the best 
approach would be to split the group into 
two teams, one to deal with passenger and 
the other with cargo. Each team was as- 
signed a complete unit of diagrammers 
and programmers as well as combined 
operating and tabulating personnel. This 
approach has worked satisfactorily; we 
eventually arrived at the point where 4 
diagrammer could carry through the actual 
programming of his particular diagram. 
Each team manually checked and te 
checked the programs on the equipment. 
We tested our first passenger and cargo 
programs on smaller equipment at IBM 
centers in Poughkeepsie and in New York 
City; our present tests are now being pet- 
formed on our own 705 equipment. 
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Cargo and passenger revenue applica- 
tions have now been completely dia- 
grammed, programmed, tested and proved. 
Payroll application is in the process of 
being diagrammed, programmed and 
tested. Cargo consists of 38 different dia- 
grams and programs with 31,000 program 
steps. Passenger consists of 42 different 
diagrams and programs with 33,000 pro- 
gram steps. Payroll consists of 21 different 
diagrams and programs with 30,000 steps. 
At the present time, some 70,000 program 
steps .have been completely tested and 
proven, at an average speed of 2,500 steps 
per hour. 

We have not only successfully tested 
individually each one of the 38 cargo and 
42 passenger programs but have inter- 
laced each of the programs to determine 
the accuracy of the final product. We have 
found this interlace testing most important 
and highly informative as to the accuracy 
of the entire program. As illustrative, we 
have taken the output from the initial 
cargo program and used it as the input on 
the next sequential cargo program, the 
resulting output becoming the input for 
the next program, and so on, until we 
reached the end of the job for cargo proc- 
essing. In such testing, we determined that 
information needed in the final program 
had not been omitted somewhere along 
the line. 

As planning on each individual ap- 
plication is concluded, our people in the 
Electronics Development Group will re- 
turn to their respective sections to follow 
through on the actual installment of the 
electronic procedures, the tabulating peo- 
ple in the group returning to their section 
to handle the actual operations and sched- 
uling of the 705 equipment. A small core 
of staff and methods men will remain in 
the group and will be charged with con- 
stant review of existing applications, seek- 
ing short cuts and other simplification 
and changes. From time to time it will be 
assigned to new projects, together with 
top operating people concerned with the 
particular project. Each department will 
thus eventually have its manager and 
others who are familiar with their own 
electronics agmction, while another small 
group of staff and methods men, with all- 
tound experience, will be available as 
needed for advance planning and other 
assignments. We contemplate having only 
two or three applications being dia- 
grammed and programmed at any one 
time. We believe that our later applica- 
tions will be less time-consuming and we 
will be able to test them on our own 705 
equipment at our convenience. 

Our present plans provide for our ac- 
counting work to be assimilated on the 
new equipment in the following order: 
Cargo revenue, passenger revenue, payroll, 
materials inventory, traffic and crew statis- 
tics, and general books. 








A FOUNDATION STUDY 
The material in this article is a shortened version 





of a case study on Pan American which will be released 
by Controllership Foundation, research arm of Con- 
trollers Institute. The case study will be a detailed 
description of how Pan Am prepared for electronics, 


how accounting procedures were converted, and what 
applications are now in being. 





As each application is completed and 
installed on the 705, the units of pre- 
vious equipment formerly required for 
that application are released to the manu- 
facturer. We have not and do not intend 
to parallel applications on EAM (electric 
accounting machines) and 705 equipment 
to any extent. Once our testing has been 
completed, interlaced and proven to pre- 
determined controls, we are switching di- 
rectly into the 705 application, without 
continuing the previous EAM processing. 


RE PERSONNEL 

We sought out the Union representa- 
tives over a year ago and laid our plans 
before them to avoid any atmosphere of 
mental stress amongst the employes. The 
resulting agreement gave tangible and 
workable evidence of company considera- 
tion and of Union cooperation in erasing 
effectively one of the major problems 
facing the industry with respect to auto- 
mation. 

Our premise was that no employe in 
the Tabulating Section who had been in 
our employ prior to the planning for the 
new equipment would leave the company 
unless he so desired, nor, if he remained, 
would he suffer any monetary loss as the 
result of the new equipment. 

We first discounted the number of em- 
ployes that we felt would leave our em- 
ploy because of preferring to continue 
working on EAM equipment. We then 
determined that normal personnel turn- 
over in other sections of our General Ac- 
counting Office, through the transition 
period, would provide as many jobs as 
the number of personnel whose positions 
were to disappear. 

Personnel moving into a position va- 
cated through such normal turn-over enter 
on a “temporary” basis until the release 
of a qualified Tabulating Section employe, 
who thereupon takes over that position. 
Employes occupying such temporary posi- 
tions then move back into their previous 
positions, as explained to them at the time 
they accepted the temporary vacancies. 
Newly hired temporary employes are 


THE COMIAOLIER.............. 





either absorbed or released from employ- 
ment, as outlined to them at the time of. 
employment. 

In a truly worthy spirit of cooperation, 
the Union agreed to extend its definition 
of ‘temporary’ in this case to embrace 
the transition period. It also agreed to 
company selection as to which positions 
were to be designated or reserved for 
Tabulating Section personnel and also as 
to which of such personnel were to be 
placed into the selected positions. 

With the cargo work going on the 705, 
we have now made our first move and 
have relocated 11 employes previously en- 
gaged in the EAM type of cargo process- 
ing. When our passenger application went 
on the 705, we relocated an additional 13 
employes. This phase of our program is 
proceeding most satisfactorily. 


OBJECTIVES 

Pan American has had three basic ob- 
jectives in the determination of the need 
for this type of equipment: 


1. Removal of limitation of transcribed 
information from that contained in 
present 80 or 90 columns and sub- 
stitution of limitless capacity per 
unit of information. 

2. Elimination of the interruption in 
processing due to the use of a variety 
of machines and the resulting man- 
ual cross-handling. 

3. Improvement of quality of informa- 
tion developed for management, con- 
current with decrease in quantity of 
detail. 


The first and second objectives are auto- 
matically achieved through the use of the 
705 equipment. The third objective is 
something that cannot normally be bought. 
It deals with our minds and requires a 
great deal of delving as well as forthright 
action on the part of management to ex- 
pose it to its fullest extent. It is often re- 
ferred to as ‘management by exception’, 
and sometimes as linear programming or 
operations research, and contains an un- 

(Continued on page 500) 
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Valuations for 


Corporate Mergers and Reorganizations 


Clarence Crocheron 


Mergers and rumors of mergers are making headlines with re- 
markable frequency. The momentum of the merger movement 
in the last few years is a further reminder of our vigorous in- 
dustrial growth under the free enterprise system. 


N THE 1920's there were hundreds of proposed and actual 

mergers where the purpose seemed to be to make big ones out 
of little ones. Today the motives prompting current mergers are 
varied, including the broadening and diversification of product 
lines, adequate supply of raw materials, necessity of reaching 
broader markets, strengthening the tax structure, improvement 
of management and research activities, elimination of obsolescent 
and insufficient plants and of duplicating branches and sales 
organizations. 

Many close corporations have found themselves operating in 
a profitless prosperity in their endeavor to run a rapidly growing 
business with insufficient working capital and at the same time 
unable to obtain adequate financing. Such companies have been 
on a treadmill turning out excellent products, but unable to 
maintain a financial structure which would keep pace with their 
ability to produce and sell products. Many such concerns have 
succumbed to the merger idea and have joined hands with big 
business. 

Much of the responsibility for the manner in which a merger 
or reorganization is effected falls upon the attorney. However, 
much of the information that is needed, both before and after 
a merger, or reorganization, is provided by the accountant and 
the appraiser. 








CLARENCE CROCHERON was graduated from Pratt Institute, 
School of Architecture in 1909, and since 1911 has been 
associated with the American Appraisal Company, New York, 
of which he is vice president and director. During this 
long period of service, Mr. Crocheron has supervised hun- 
dreds of appraisal engagements involving industrial, com- 
mercial and public utility properties and has designed 
property records in meeting accounting, taxation, insur- 
ance and other organization requirements. He is a past 
president, N. Y. chapter, and a past national director, NACA. 
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ATTORNEY’S PROBLEM 

There are many legal aspects to the transfer of properties or 
equities from one person, or corporation, to another and the 
manner in which the intended objectives are accomplished will 
have considerable bearing on the tax structure of the successor 
organization and, in certain instances, on the seller. Mergers and 
reorganizations are accomplished in various ways, including ex- 
change of stock for stock, stock for cash, assets for cash, and 
assets for cash and stock. 


ACCOUNTING PROBLEMS 

Although it may be the attorney's prerogative to shape the 
legal procedures for acquisition and reorganization, much of the 
work falls on the accountant in assembling financial data on a 
comparative basis, verification of current assets and inventories 
and preparation of data for tax purposes. 


APPRAISAL PROBLEMS 

The matching of values of two or more enterprises requires 
careful analysis before an equitable basis for exchange of equities 
can be reached and this takes on added emphasis where the stock 
of closely held corporations is involved. While earnings may be 
of paramount consideration, in many instances the value of the 
assets, both tangible and intangible, may have an important bear- 
ing on the value of the equities of corporations considering 
mergers. One company may have a less favorable earnings history 
than another, but on the other hand, the availability of modern 
productive capacity or of valuable patent rights, franchises or 
licenses, may contribute largely to the success of the merged com- 
panies. 

One company may have an efficient modern plant, well located 
with respect to markets, raw materials and labor supply, but may 
not have been equally successful in distribution and sales meth- 
ods. Another company joining the merger may have had a nation- 
wide sales organization with excellent demand for products but 
with partially obsolete manufacturing facilities. In such a situa- 
tion the earning capacity of one must be measured against the 
asset values of the other. 

The services of the appraiser are required prior to the consum- 
mation of merger negotiations and also after the deal has been 
completed. Appraisal service to assist in the negotiations might 
include the following: 


Property inventory as basis for 


Bill of Sale 
Complete record of property included. 
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Determination of the fair market value of the respective prop- 
erties on an equitable basis including land, buildings, machin- 
ery and equipment, etc. 

Investigation and valuation of intangibles, if any, or the de- 
termination of nonexistence thereof. 


Valuation of capital stock where this is a factor to 


Justify merger, or acquisition. 
Provide an equitable basis for exchange of stock. 


Survey of depreciation, deferred maintenance and replacement 
practice and their effect upon recorded earnings. 

Survey of depreciation and property accounting practices from 
which the accountant may determine their related effect on 


Federal income taxes. 

Cost accounting practices. 

Comparison of the effect of such practices on the companies 
contemplating merger. 


Appraisal service following consummation of merger negotia- 
tions might include the following: 


Valuation of plant properties to 


Justify the merger, or acquisition, to the stockholders. 

Establish existence, or nonexistence, of intangibles, and 
value thereof, if any. 

Provide a reliable basis for allocating the total purchase 
price to the respective assets. 


Detailed inventory and valuation of property: as basis for allo- 
cating purchase price to 


Provide basis for property and depreciation accounting for 
corporate and cost accounting purposes. 

Provide basis for corporate accounting and property and 
depreciation accounting for tax purposes (when new 
basis is allowed). 


Remaining life survey of respective assets as basis for deter- 
mining depreciation provisions. 

Appraisal for insurance purposes as a basis for coverage, and 
proof of loss in event of fire or other casualty covered by in- 
surance. 

Survey of property and depreciation practices in relation to 
their effect on federal income taxes, cost accounting, and 
corporate accounting. 


Certain special services might also include 


Determination of the fair market value of segments of the 
purchased property that may be “‘spun-off.” 


Review of depreciation, property accounting and insurance 
practices as a basis for uniform procedures. 

Assistance and/or supervision of plant accounting personnel 
in setting up or revising existing property records to conform 
to the property facts. 


The foregoing outline of appraisal problems is intended to in- 
dicate the wide range of services that are available, but does not 
imply that each category of service is needed in every instance. 

For example, if a merger or an acquisition is based upon the 
exchange of capital stock, appraisal service may be limited to 
the valuation of the stock and may not include an appraisal of 
the physical property. In the case of other purchases, where the 
buyer can utilize the property to its fullest extent, he might well 
be justified in acquiring it on the basis of the appraised sound 
value. This is a conventional approach which is familiar. It estab- 
lishes the value of the land on the basis of current market con- 
ditions and utility, and the value of the buildings and machinery 
and equipment on the basis of cost of reproduction less allow- 
ance for accrued depreciation from all known causes, determined 
after careful inspection and analysis. 





oe 


RE MERGERS 


According to the Federal Trade Commission 
there were 689 mergers in 1955 in the manufac- 
turing and mining industry alone. This compares 
with 387 in 1954 and only 126 in 1949. Accord- 
ing to this source more than 2,000 firms disap- 
peared in the manufacturing and mining industry 
as the result of mergers between the beginning of 
1949 and the end of 1955. 

In the banking field there were 77 mergers in 
1949 and approximately 250 bank mergers in 
1955- 

There are rumblings from Washington that 
suggest that the Federal Government may launch 
a drive to stem the rising tide of mergers, but 
pending such action, mergers seem to be the 
order of the day. 





On the other hand, the purchaser will usually offer no more 
than the fair market value of the property. This takes into con- 
sideration sales and asking prices of neighboring and/or com- 
parable properties, economic conditions prevailing in the country 
as a whole in the particular industry, and adaptability of the 
subject property to the normal requirements of the purchaser. 

In testing fair market value, it is customary to take three ap- 
proaches, that is, (1) physical value approach, determining the 
cost of reproduction less depreciation, (2) comparative approach, 
that is, testing the value against sale and asking prices of com- 
parable properties, if any, and (3) investment approach, giving 
consideration to actual and potential earnings, and adequacy of 
the return on adjustment. All three approaches should be 
weighed, but earnings are usually a major factor in establishing 
fair market value. 

An appraisal is of prime importance as a basis for alloca- 
tion of lump sum purchase price and as a basis for allocation for 
liquidations under Section 334(b)2 of the 1954 Internal Rev- 
enue Code. The latter provides that if certain conditions are 
met, the price paid for the stock becomes the basis for the assets 
and upon liquidation may be spread to the assets in accordance 
with fair market value of the parts. The amount so spread to the 
fixed assets is frequently residual, after deducting net current 
assets and inventories from the total purchase price. 

Careful study is required in estimating the fair market values 
to eliminate property of questionable use and to make sure that 
all facts are recognized. Failure to do so may result in later ques- 
tions on retirement losses which may cast reflection on the entire 
allocation. Full support for the facts should be contained in the 
appraiser’s report as to the basis of allocation and thus avoid 
costly controversy in the future. 

Where the appraised fair market value is in excess of that 
part of the purchase price applicable to fixed assets, it is cus- 
tomary to adopt fair market value as a basis for allocating the 
purchase price as between land, buildings, machinery and equip- 
ment—with a further breakdown to individual buildings, ma- 
chine units and other classifications of equipment; also the estab- 
lishment of depreciation provision based on recovery of the 
purchase price over the remaining useful lives of the respective 
assets. 

(Continued on. next page) 
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* Where the appraised fair market value is less than the purchase 
price, this may warrant an investigation to ascertain whether 
intangibles were acquired, and paid for, and in what amount. 
The fact that the fair market value is less than the purchase price 
does not necessarily mean that part was paid for good will be- 
cause actually there may be no good will. However, this would 
have to be proved before the full amount could be assigned to 
fixed assets under these conditions, and adopted as the new tax 
basis against which depreciation is to be computed. It is recom- 
mended that, in any purchase price allocation, careful study be 
made to prove or disprove the existence of intangibles. 


CAPITAL STOCK VALUATIONS 

The valuation of capital stock is probably the most controver- 
sial and often the most difficult item to substantiate in connec- 
tion with estate and income tax matters, corporate transactions 
and the sale of an enterprise. 

To determine the value of capital stock requires consideration 
and analysis of all conditions affecting the individual enterprise 
and recognition of external influences, financial markets, and 
economic factors, both internal and external. 

The relative importance of assets, liabilities, capital structure, 
earning power, management, markets, and economic and political 
trends will vary with individual cases. The selection of the 
proper rate of return on tangible assets, the capitalization rate 
applicable to intangibles, and consideration of the ‘‘times earn- 
ings ratio” to value, requires a knowledge of the money market 
and exercise of technically expressed judgment. 

Earnings are a primary measure of value, but may be mislead- 
ing as reported in the accounts, and therefore the accounting 
history of earnings may require adjustments to reflect reasonably 
the trend of earnings as a forecast for the future. Such adjust- 
ments might include allowances for abnormalities such as in- 
flated earnings during a war period, nonrecurring items of in- 
come and expense, resulting in revised estimates of net earnings 
after taxes, to reflect normal earnings under existing conditions. 

The value of securities will vary between those having a read- 
ily realizable market and those of a closely held corporation. 

The appraisal of the capital stock of an enterprise might in- 
clude the following analysis: 


Review of audited reports including balance sheet and operat- 
ing statements. 
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Examination of the fixed asset accounts coupled with a broad 
review of the plant properties to determine their over-all 
adaptability, condition, imminent replacements, and the re- 
sultant effect on fixed charges. 

Review of the capital structure. 

Review of trend of earnings and analysis of the present and 
prospective earning power. 

Review of the dividend policy of the corporation. 

Comparative study of the market history of securities of com- 
panies in the same industry with particular attention to the 
relationship of net worth and earnings to current quoted 
prices. 

Charting of business and economic trends, with consideration 
of the effect of competitive and substitute products. 

Consideration of interest and money rates. 

Weighing of all factors and influences affecting value. 


The extent of consideration to be given to each of the elements 
will vary in each case. The valuation of capital stock involves 
the widest possible range of investigation and analytical proc- 
esses. The scope and extent of the survey must be determined in 
accordance with the conditions of the particular case. 


INTANGIBLE VALUES 

Many companies may have intangible assets, including patents, 
trademarks and good will, which may or may not be reflected 
on the balance sheet. The value of the intangibles may be de- 
termined on an economic basis—that is, the intangibles have a 
value to a company only if it can be demonstrated that they con- 
tribute to the earnings over and above the fair return on the 
tangible assets. The factors to be considered in the valuation of 
intangibles in many ways are similar to those utilized in the 
valuation of the stocks of closely held corporations. 


SALE AND LEASE-BACK 

In recent years there has been increased activity in sale and 
lease-back deals, and for varying reasons. Some companies do 
not wish to have their funds tied up in real estate where they 
can use the equivalent amount as working capital to better ad- 
vantage. 

Sale and lease-back has also been beneficial to some companies 
where their properties were carried in the accounts at conserva- 
tive figures, well below the market value, and with only nominal 
depreciation allowances against taxable income. 

By selling the property at its current fair market value, addi- 
tional working capital is provided, and by leasing it back from 
the purchaser, the rental paid is treated as a tax deduction. 

An appraisal on the basis of fair market value of land, build- 
ings, machinery and equipment furnishes the basis for the sale, 
and the basis upon which to compute a fair rental, with con- 
sideration to a reasonable return on the investment, plus other 
applicable fixed charges and expenses within the framework of 
the particular lease. 


APPRAISAL PROCESS 

The first requisites to an authoritative appraisal and property 
record is an accurate inventory of all capital assets. The appraisal 
process contemplates a physical field inventory and not merely 
the copying and reclassification of existing records. 

The inventory method of procedure will resurrect capital items 
lost from the accountants’ records and automatically eliminate 
property in the accounts which has been abandoned through 
sale or discard. The appraisal results may be summarized so that 
it is possible to ascertain at a glance the appraised amounts and 
the allocation of the purchase price according to account classi- 
fications, such as land, land improvements, building construc- 
tion, building fixtures, machinery and equipment with various 
subheadings such as power feed wiring, manufacturing piping, 
general plant equipment, tools, jigs, dies and fixtures, office 

(Continued on page 484) 
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“Simplified Accounts Receivable for Retailers” 


Shows New System Of Handling Accounts Receivable... 
Simplifies Accounting Procedures From Sale Through Billing! 


It is the most complete, accurate and fastest method — yet may be 
operated without accounting machines or highly trained clerks... 
affords positive accounting controls and proofs throughout the system 
...Saves its entire cost annually — even for very small retailers! 

This booklet, graphically illustrated in full color, shows in flow- 
chart form exactly how each function of this new simplified acccunts 
receivable system is performed. In it every detail of the system is so 
clearly illustrated that you can use it as an operating or instruction 
manual for your personnel. Each phase of the operation (opening the 
account, making the sale, billing the account, applying the payment) is 
pictured so that you can see at a glance exactly how this simplified 
system works. The potential savings in time and money are tremendous! 

Posting errors are eliminated. Every account may be visibly indexed 
and signalled for reference and use. Accounts receivable adjustment 
inquiries are reduced. It simplifies the whole Accounts Receivable oper- 
ation by applying the principles of cycle billing without the need for 
elaborate equipment and numerous personnel. 

SARR can be housed in a compact mobile insulated cabinet which 
affords certified point-of-use fire protection for vital accounts receiv- 
able records. 

Wno can use SARR? Every retail business which has charge 
accounts — you don’t have to be a big store to benefit — drug stores, 
hardware stores, restaurants, country clubs, dairies, dry cleaners, laun- 
dries, specialty stores, department stores—any business which has charge 
accounts. 

Write today for this valuable new booklet. Ask for KD814— 
“SARR — Simplified Accounts Receivable for Retailers.” Remington 
Rand, Room 2022, 315 Fourth Avenue, New York 10. 











Quantitative Analysis for Investment Decisions 


George J. Staubus 


HE QUANTITATIVE COMPARISON of alter- 
| oat courses of action facing manage- 
ment is one of the most valuable activities 
in which controllers have the opportunity 
to participate. Techniques of making such 
comparisons should be better developed 
and more widely understood. 

The central idea involved is, of course, 
a weighing of the differences between the 
alternatives. The advantages of one alter- 
native are compared to the advantages of 
the other alternatives to determine the 
quantitative aspect of the decision. If 
there is another course of action than that 
which is being followed, the quantitative 
aspect is determined by subtracting from 
the anticipated increases in revenue, 
and/or cost decreases offered by the alter- 
native, the costs that would be added, to- 
gether with any reductions in revenue 
that would be involved. If the result is 
positive, the change is indicated to be 
desirable. Financial circumstances favor- 
ing a change could be described in alge- 
braic form as follows: added costs + lost 
revenues < added revenues + lost costs. 
It follows that: added revenues + lost 
costs = added costs + lost revenues + 
added net profit. Also, added revenues + 
lost costs — added costs — lost revenues = 


added profit. 





GEORGE J. STAUBUS, CPA (ll.), is assistant professor 
of Accounting, Berkeley Campus, University of California. 
Before coming to UC in 1952, he was instructor in Account- 
ing at the University of Buffalo, 1947-49, and at University 
of Chicago, 1949-52. He holds the following degrees: 
B.S. in Business Administration, University of Missouri, 
1947; M.B.A., University of Chicago, 1949; Ph.D., Univer- 
sity of Chicago, 1954. The Accounting Review for January 
1952 contains another article written by him entitled “Pay- 
ments for the Use of Capital and the Matching Process.” 


This last form emphasizes the impor- 
tance to management of computations of 
prospective changes in costs and revenues 
resulting from a change in operations. 
While not all monetary effects of a pro- 
posed action can be predetermined with 
acceptable accuracy, enough effects can 
often be measured to make a quantitative 
comparison of great assistance to the ex- 
ecutive or executives who must make the 
decision. Some suggestions for comparing 
alternatives involving investments in long- 
term assets are presented in the following 
paragraphs. Specific financial phenomena 
to be discussed include interest cost, in- 
come tax effects, and irregular periodic 
outlays. 


INTEREST COST 

The inclusion of interest on investment 
in the computation of costs of a course of 
action such as, for example, the purchase 
of equipment to replace existing facilities 
is widely recognized as proper; it has no 
connection with the old argument about 
the inclusion of imputed interest in the 
accounts. This disagreement, in the pres- 
ent case, is with respect to the method of 
computation, i.e., the portion of the in- 
vestment on which interest is to be com- 
puted. The choice of the interest rate to 














Bee CAPT... 2. 5. spo 





472 


use is generally a matter of managerial 
judgment. It is questionable whether one 
could apply the interest rate of money 
borrowed to purchase the asset because of 
the effect of that capital acquisition upon 
the balance of the capital structure of the 
firm. Borrowing on a 3% mortgage bond 
now may make it necessary to issue 414% 
preferred stock the next time any substan- 
tial amount of capital is needed. If so, 
3% may not be the true cost. The entrance 
of judgment into the choice of the interest 
rate does not mean that the method of 
application is of small import, although 
it is true that extremely refined mathe- 
matics may be partially wasted. 

Some authors recommend the inclu- 
sion of interest on the entire amount of 
the initial investment in the new facilities 
as a periodic cost of that alternative; 
others insist that interest on one half of 
the original investment (or on the average 
of the original investment and the esti- 
mated scrap value) is the more appropri- 
ate interest inclusion. Still others, espe- 
cially engineers, use annuity tables. 

A simple illustration should clarify the 
issue. Assume these facts. The Hypotheti- 
cal Company has a zero cash balance and 
a certain machine with a book value of 
$10,000, no market value, but a remain- 
ing physical life of ten years at which 
time it is expected to have no net salvage 
value. Total cash operating costs of the 
company using the present machine are 
$3,300 per year. The firm’s total annual 
revenues are $3,300 per annum and are 
collected in cash. Its cash balance will re- 
main zero if it continues to operate. 

As an alternative to such profitless op- 
erations, the company may borrow and 
invest $20,000 in a machine to replace 
the existing one; it would be expected to 
last 20 years with no scrap value. The 
total cash operating costs using the new 
machine would be $1,576 exclusive of 
interest. Assuming the Hypothetical Com- 
pany could borrow the $20,000 at 6% 
interest, principal and interest to be repaid 
quarterly in equal installments over the 
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estimated life of the machine, the loan 
ayments would be $1,724 per annum. 
The two courses of action under consid- 
eration may be summarized as follows: 


POSSIBILITY A (retain old machine): 
Average annual cash disbursements: 




















Total cash operating costs $3,300 
Depreciation 0 
Interest 0 
Total cash disbursements $3,300 
Average annual cash receipts: 
Revenue $3,300 
Annual change in cash balance Pee 
POSSIBILITY B (purchase new machine): 
Average annual cash disbursements: 
Cash operating costs $1,576 
Interest and principal paymentsonloan 1,724 
Total cash disbursements $3,300 
Average annual cash receipts: 
Revenue $3,300 
Annual change in cash balance _0 


Aside from a possible interest value of 
the cash balances that build up between 
loan payments (which would amount to 
only $12.93 per annum at the rate of 6% 
on the average balance), this is clearly a 
case of the two possible courses of action 
under consideration being equivalent (to 
the extent that they can be quantified) .! 
(Let us omit income tax considerations for 
the moment.) The repayments of princi- 
pal and interest were calculated to include 
interest on the remaining principal after 
each payment has been made, the pay- 
ments being applied first to interest and 
the remainder to reducing the principal as 
in the case of the familiar home mortgage. 
In other words, $20,000 is the present 
value of an ordinary annuity of $430.966 
per quarter payable at the ends of quarters 
with interest at 114% per quarter. 

The cash basis of comparison may be 
difficult at first glance by those who are 
in the habit of thinking in terms of rev- 
enues and expenses calculated on an ac- 
ctual basis. However, one must recognize 
management’s and stockholders’ interest 
in the final effects of various courses of 
action on the firm’s cash balance. The ac- 
ctual technique is invaluable in assigning 
those effects to periods for reporting pur- 
poses, but in a problem of the present 
type the period is the life of the asset. It 
is only for purposes of comparing two 





*This is not to say that the two courses of 
action will produce identical results. They will 
ptoduce identical results over the ten years for 
which knowledge is assumed about both cases. 
No comparison can be made beyond that period 
because of a lack of knowledge with respect to 
one side of the picture. However, the informa- 
tion that we have for the second ten years about 
the other course of action (purchasing the new 
machine) must be used in determining its 
cost for the first ten years. Thus, depreciation 
and interest are computed on the basis of a 20- 
year life. 











DECENTRALIZED PURCHASING 


A slow drift toward decentralized purchasing was found 
by the National Industrial Conference Board in a recent 
survey of 212 manufacturing companies. One firm in three 
has made some change in the organization of its purchasing 
operation over the past five years, and 6o per cent of these 
shifts were in the direction of dispersing authority. The sur- 
vey also revealed that many firms feel the need for better 
standards by which to gauge buying proficiency in the caliber 
of purchasing administration. Of the 54 single-plant com- 
panies participating in the survey, only three have decen- 
tralized purchasing while, by contrast, the 158 multiplant 
firms report a wide range of practices with most of them 
describing their operations as “‘decentralized purchasing with 


centralized controls.”’ 





assets of unequal life that the costs and 
revenues are converted to a periodic basis, 
and for this purpose the period must be 
the same for each asset-—one year in the 
present illustration. 

In calculating effects of alternative fu- 
ture actions upon cash balances, past cash 
transactions may be ignored. The split-off 
time is the present. The only transactions 
that can cause a difference between cash 
balances resulting from alternate courses 
of future action are future transactions. It 
is for this reason that depreciation and in- 
terest on the old asset are ignored (under 
the explicit assumption that that asset has 
no market value at the present). The in- 
vestment in the old asset came before the 
split-off point and cannot cause a differ- 
ence between the two alternatives under 
consideration at the present. 

Any market value that the old asset may 
have now is in a different category, how- 
ever. A cash receipt can be enjoyed in 
the future to the extent of that market 
value if the asset is replaced. This cash 
receipt reduces the net initial outlay in- 
volved in making the switch and reduces 
the periodic interest and principal pay- 
ments on a note issued to raise the money 
for that initial outlay. This off-setting of 
the market value of the old against the 
cost of the new spreads it over the life of 
the new as an advantage to that course of 
action. The alternative technique is to 
compute depreciation on the market value 
of the old as a cost if the old is retained. 
Whether the market value of the old asset 
is treated as an advantage of the new 
equipment or as an disadvantage of the 
old is immaterial if the remaining life of 
the old and the estimated total life of 
the new are equal. But if they are unequal, 
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the two computational techniques result 
in different periodic costs. Unfortunately, 
we cannot select one technique as better 
than the other, because it depends upon 
what will happen in those future periods 
the costs for which are assumed to be 
known for one alternative but unknown 
for the other. However, simplicity and 
consistency in the application of the future 
cash movements method of comparison 
favor the off-set technique. 

In order to emphasize the simplicity of 
the cash basis of comparison of the old 
asset (defender) and proposed new asset 
(challenger), the unnecessary data will be 
eliminated from the comparative state- 
ments leaving the items that have a pos- 
sibility of causing a difference. The re- 
ceipts are known to be unaffected by the 
choice of machines, and the investment in 
the old has already been made. This leaves: 


POSSIBILITY A (retain old machine): 
Average annual cash disbursements: 


Total cash operating cost $3,300 
POSSIBILITY B (purchase new machine): 
Average annual cash disbursements: 

Cash operating costs $1,576 

Interest and principal paymentsonloan 1,724 





Total _$3,300 


The item “interest and principal payments 
on loan” could be split into two parts— 
“original investment” and “‘interest’’— 
both under the heading “average annual 
cash disbursements.” The original invest- 
ment payments would average out to 
$1,000 per year and the interest would 
average $724 per annum. 

To further illustrate the simplicity of 
the cash basis of comparison, the accrual 


veveeeeeseess++-OCTOBER 1956 





473 








basis of accounting is applied to the pres- 
ent case with the following results: 


POSSIBILITY A (retain old machine): 




















Average annual revenues $3,300 
Average annual expenses: 
Deprecia.ion $1,000 
Other operating costs 3,300 
Total expenses $4,300 
Average annual net loss _$1,000 
POSSIBILITY B (purchase new machine): 
Average annual revenues $3,300 
Average annual expenses: 
Loss on disposition of old machine 
(averaged over “ten” years) $1,000 
Depreciation 1,000 
Interest 724 
Other operating costs 1,576 
Total expenses $4,300 
Average annual net loss _$1,000 


No interest expense on the investment 
in the old machine is included on the as- 
sumption that it was paid for with money 
contributed by the owner or owners of 
the business. If it were included, it would 
be an expense under either possibility 
since retiring the old asset would not 
enable the firm to pay off the loan. 

Two features of the profit-and-loss basis 
of comparison make it more complex than 
the cash basis. One is the larger number 
of items which must be listed. The other 
is the inclusion, in the statement for the 
new asset, of the loss on disposition of 
the old machine averaged over the esti- 
mated remaining physical life of the old 
asset. This action can only be explained 
by pointing out that applying the write-off 
of the old machine’s net book value to 
ten years when averaging the new ma- 
chine’s costs is necessary in order to make 
its treatment under Possibility B consist- 
ent with that in Possibility A. But why is 
this consistency necessary? Only because 
the cost of the old is sunk and is common 





to both alternatives and, therefore, must 
not be allowed to cause a difference be- 
tween them. In other words, the cash out- 
lay for the old machine is history and 
cannot be changed. Since we have to go 
back to the cash basis to explain the ac- 
crual technique of comparison, we might 
as well start with the cash basis. 

These comparisons show that the two 
possible courses of action described at the 
beginning of this section are perfect sub- 
stitutes for each other insofar as they can 
be measured (omitting the tax angle). 
The computation of the principal and in- 
terest payments in the cash analysis with 
the aid of compound interest tables pro- 
duces the same figure as the computation 
of depreciation by the annuity method; 
the annuity method of depreciation pro- 
vides for amortization of initial cost (less 
scrap value) and for interest on the net 
book value of the asset. This method of 
making the comparison is perfectly ac- 
ceptable. Let us compare other suggestions 
with it. 

The computation of the results under 
Possibility A is not in question ; Possibility 
B is the only one that involves a cash in- 
vestment in the future. Two methods of 
computation of the results under Possi- 
bility B that are popular are shown below: 


POSSIBILITY B (interest on entire original 
investment): 
Average annual cash disbursements: 
Cash operating costs $1,576 
Initial cost (averaged over 20 years) 1,000 
Interest 1,200 





Average total cash disbursements — $3,776 


POSSIBILITY B (interest on average investment 
over life of new asset): 
Average annual cash disbursements: 
Cash operating costs $1,576 
Initial cost (averaged over 20 years) 1,000 
Interest 600 





Average total cash disbursements —_ $3,176 


It is seen that neither of these computa- 


FAIR TRADE LAWS 

A state-by-state survey by Commerce Clearing House 
indicates that fair trade laws have weathered the first quarter 
century. Following the lead of California, 45 states have 
adopted fair trade laws. During its 25-year history, the laws 
of 30 states have been challenged, with successful defense in 
18, partial defeat in seven, and total defeat in five. A minor 
setback was dealt fair trade by a decision of the U. S. Supreme 
Court, in June 1956, when it held that federal laws, legal- 
izing fair trade contracts and enforcement under state fair 
trade laws, do not permit a manufacturer who is also a whole- 
saler to enter into a fair trade contract with other competing 


wholesalers. 
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tions is a close substitute for the annuity 
method (which shows average annual cash 
disbursements of $3,300), but the inclu. 
sion of interest on the average investment 
gives much more accurate results than does 
the inclusion of interest on the entire ini. 
tial investment. The reason for the dis- 
crepancy between the result obtained by 
computing interest on the average invest- 
ment and the result obtained by use of the 
annuity method is that in practice the 
principal of a loan repayable in equal in- 
stallments is not reduced by identical 
amounts each period over the life of the 
loan; with identical payments a greater 
portion of each is applied to interest in the 
early periods than in the later periods, 
This allows the principal to be reduced 
slowly at first, more rapidly as the periods 
go by. The average principal is greater 
than one half the original principal, so the 
average interest is greater than interest on 
one half the original investment. 

The only way the interest can be te- 
duced from the average of $724 per an- 
num is to pay the principal earlier. The 
annuity table payments include the mini- 
mum interest consistent with equal total 
periodic payments. That interest can only 
be reduced by making larger payments at 
some dates, the extreme example being 
full repayment immediately. While equip- 
ment could be compared by computing 
present values of all future disbursements 
for a given length of time, the average an- 
nual disbursements method being illus- 
trated requires consistent calculation of 
all future disbursements on an equal peti- 
odic basis. The annuity tables allow us to 
do this. 

The purpose of this illustration is to 
show that, if compound interest tables are 
not available, the interest cost of a course 
of action which requires an investment 
should be computed by applying the 
chosen rate to the average investment 
(equals average book value). However, it 
should be noted that this computation can 
be improved upon without the use of 
tables by computing interest by the for- 


/ Pi 1 
mula? ( -) (= ), where P is 
2 n 


the initial investment, i is the periodic 
interest rate (114% in the above illustra- 
tion), and n is the number of interest pe- 
riods (80 in the above illustration). Ap- 
plying this formula to the Hypothetical 
Company’s case, 


( $20,000 x .015 ) (2) 
we have —__— - 
2 80 


which amounts to $151.88 per period. 
Since the period is a quarter in this case, 
the annual interest cost by the formula is 





*This formula is suggested by Eugene L. 
Grant in his Principles of Engineering Econom) 
(3rd ed.; New York: The Ronald Press Com- 
pany, 1950), p. 95. 
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$607.50, a slight improvement over the 
$600 figure resulting from the simpler 
computation of interest on the average in- 
vestment, but hardly enough improvement 
to be concerned about. However, in all 
fairness to this method of computation, it 
should be pointed out that the percentage 
error in its result, as compared to the an- 
nuity method, becomes smaller as the life 
of the asset is shortened and as the interest 
rate is lowered. With a life of ten years 
and a rate of 6%, the error is only about 
5% of the correct annual interest cost, 
compared to 16% in the present illustra- 
tion. 

The method of computation of interest 
cost on an investment does not depend 
upon whether the money for the invest- 
ment is borrowed, raised by issuing stock, 
obtained by selling temporary investments, 
or through current accumulations from op- 
erating sources. In any case, an additional 
cost or a negative revenue is involved. The 
amount to be included is preferably com- 
puted along with depreciation by deter- 
mining the rents of an annuity the present 
value of which is the initial investment in 
the new asset less its discounted net sal- 
vage value. The most reasonable alterna- 
tive is to compute interest on the average 
of the initial investment and the estimated 
net salvage value. 

Before leaving the subject of interest 
cost, it should be pointed out that if the 
asset has an unlimited life, provision need 
not be made for depreciation and that the 
capital recovery cost consists of interest 
only. Another way of stating this point 
is to say that the repayments of principal 
will be infinitely small so that the balance 
remains at the original figure. The interest 
cost each period is computed on the prin- 
cipal balance and, therefore, will always 
be the interest rate the original invest- 
ment. 


INCOME TAX ASPECTS 

The “tax angle” plays an important role 
in many business decisions, although oc- 
casionally it is given attention it does not 
deserve. The tax angle may be important 
in deciding How to accomplish a transac- 
tion. It is important in deciding which 
course of action to take only when the an- 
ticipated costs and revenues that show up 
on the tax return differ in amount or tim- 
ing from those used in making the com- 
parison. That is usually true in equipment 
replacement decisions; it is not likely to 
be true if the problem is whether to per- 
form an operation by hand or to buy a 
machine to do it. In the latter situation, if 
one method is less expensive without con- 
sidering income taxes, it is less expensive 
if income taxes are brought into the pic- 
ture. If a difference favoring one alterna- 
tive is indicated when they are compared, 
that difference cannot be eliminated by an 
income tax of less than 100%. 





“BOOK VALUE” DEFINED 


The general term “‘book value’’ should be avoided in all 
business agreements unless it is specifically defined, is the 
recommendation of the terminology committee of the Amer- 
ican Institute of Accountants. In an Accounting Terminol- 
ogy Bulletin recently issued, the committee emphasizes that 
agreements which determine owners’ equity on a book value 
basis but do not define the term can give rise to misunder- 
standings and easily develop into controversies when the 
intention of the parties concerned is not clear. 

When the parties involved do not define “book value’’ in 
reference to determining owners’ equity, the committee 
suggests the following definition: 


"Book value is the amount shown on accounting records 
or related financial statements at or as of the date when the 
determination 1s made, after adjustments necessary to re- 
flect (1) correction of errors, and (2) the application of ac- 
counting principles which have been consistently followed.” 





The equipment replacement illustration 
used above has two tax angles to it. If the 
basis and remaining life of the old asset 
for tax purposes are as indicated by the 
books, the depreciation on that machine 
would constitute a tax deduction which is 
not included in the cash outlays for its 
operation. This deduction is worth (each 
period) the marginal tax rate X its peri- 
odic amount. Since the deductible depre- 
ciation is $1,000, if the tax rate is 52%, 
the annual saving not mentioned in the 
comparison is $520. This is a periodic 
tax advantage which will not be enjoyed 
if the old asset is disposed of and the new 
one acquired. However, the key point in 
this issue is that the reason the periodic 
deduction for depreciation on the old as- 
set will not be available if the new is pur- 
chased is that all those deductions will be 
taken immediately as a loss on retirement. 
This means that the book value of the old 
(in excess of present net salvage value) 
constitutes an advantage to the new asset, 
because if the replacement is made, the de- 
duction will be allowed earlier, which 
means a postponement of tax and, there- 
fore, an interest saving. 

This tax advantage may be described in 
a slightly different fashion by starting with 
the point that the book value of the old 
asset did not contribute to a possible eco- 
nomic difference between the two courses 
of action in our illustration. But when tax 
considerations are brought into the pic- 
ture, the book value of the old machine 
does contribute to a difference. A differ- 
ence in the timing of the write-off—as de- 
preciation over ten years compared to a 
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loss on disposition in the first year—means 
a difference in the timing of the tax pay- 
ments. Postponement of tax is an impor- 
tant advantage; in this case it favors the 
purchase of the new machine (and the 
early write-off of the old). 

If disposing of the old asset now would 
result in a gain,.and if this gain cannot be 
reported as a capital gain, the tax advan- 
tage would lie with the old asset because 
replacement would require paying the tax 
earlier (and possibly in a larger amount). 
If it is assumed that the gain on disposi- 
tion of the old machine would be the 
same if it were held until the end of its 
physical life as it would be if disposed of 
now, the tax on the gain would be the 
same in amount but different in timing. In 
this case, the timing would favor holding 
onto the old asset because such action 
would postpone the tax. 

While tax considerations indicate that 
a gain on the defender if sold immediately 
favors retention, when other aspects are 
considered the sale value of a defender in 
excess of its net book value is an advan- 
tage to the challenger. This is true because 
the net cash outlay for the new is reduced 
by any salvage value of the old, whether 
or not it is in excess of net book value, 
and capital recovery cost on the new asset 
need be computed only on the net outlay. 
This factor carries much more weight than 
does the interest for the difference in tim- 
ing of the tax on the gain. 

One other aspect of an excess of net 
salvage value over net book value should 
be noted. If the gain can be reported as a 

(Continued on page 480) 
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Prepaid Medical Expenses 

A tax court has ruled that prepaid medical expenses, in 
the form of a hospital bill paid in advance, are not deducti- 
ble in the year of payment. The court held that the intention 
of the statute is to allow a deduction for expenses incurred 
and paid during the taxable year. 


Nonsecret Scientific Research 

The White House has announced that restrictions affect- 
ing nonsecret scientific research projects would be relaxed. 
In other words, the Government will not deny grants or con- 
tracts solely because the researcher has been charged with 
being a security risk. 


Employes’ Trust 

The commissioner of IRS must give approval in any case 
where an employes’ trust changes its accounting period to 
coincide with that of the employer corporation. 


Withholding Taxes 

Income taxes for the District of Columbia can now be 
withheld from employe paychecks by federal agencies under 
a law signed by the President. 


Fire Sale 

The receipt of insurance proceeds because of the destruc- 
tion of a building by fire does not constitute a ‘‘sale” for 
purposes of determining gain or loss under Section 227 (a) 
of the 1954 code. 


Pricing Policies 

The FTC, according to the New York Times, is cracking 
down on the growing number of manufacturers who falsely 
preticket their merchandise. 


Deductible Advertising Expense 

Expenditures for the purchase of advertising space in 
the official program of a national political convention con- 
stitute deductible business expenses, provided they are rea- 
sonable in amount and bear a direct relation to the adver- 
tiser’s business. 
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Fair Trade Laws 

A federal judge in Louisville, Kentucky, has ruled in- 
valid fair trade laws which fix prices for retailers who do 
not sign price agreements with the manufacturers. The rul- 
ing came in the case filed by Sunbeam Corporation against 
two hardware companies. Defense attorneys argued the com- 
panies had entered no agreement with Sunbeam and that 
Sunbeam thus had no control over the prices. 


Employment Tax 
The new regulations issued under the Federal Insurance 
Contributions Act are published as Treasury Decision 190, 


Tax Status of SUB Payment 

Payments under SUB plans of the type negotiated in the 
automobile industry last year will not be considered “wages” 
for purposes of unemployment taxes, social security, and 
withholding of income taxes. The payments, however, do 
constitute income and must be included in the gross in- 
come when the worker files his income tax return. This rul- 
ing, Rev. Rule 56-249, applies only to plans providing lay- 
off benefits under which the worker has no vested interests 
in the assets of the fund and under which the employe must 
meet certain conditions before qualifying for benefits. 


Travel Tax 

The ten per cent travel tax on trips from the United States 
to the Caribbean, Latin America, Hawaii, Alaska, and parts 
of Canada has been abolished. 


Centsless Accounting 

For a three-month period in 1956 at least one Air Force 
report form, Expense Report RCS: AF—C roo, will be 
maintained on an even-dollar basis. The expense ledgers 
will be maintained in dollars and cents but the cents will be 
dropped when the expense data are transcribed from the 
ledger to the expense report. 


Indian Taxpayers 

An IRS ruling exempts from federal taxes the direct in- 
come derived from Indian trust lands. There are some 
100,000 tracts of individually owned Indian lands totaling 
13,000 acres held in trust by the U. S. 


Retailers’ Excise Tax 

The Eighth Court of Appeals has ruled that merchandise 
sold for use as prizes is exempt from the retailers’ excise tax. 
The case involved the taxpayers specializing in the sale of 
novelties to fraternal lodges, cafes, and corporations. The 
Court contended that the sales were not at retail, but were 
plainly at wholesale. 


“To Make a Dollar Last . . .” 

The Bureau of Engraving and Printing claims it is im- 
proving the quality of the bills it prints. More examiners are 
checking the new money to make sure “‘substandard prod- 
ucts’ do not get into circulation. 

—BEN JAMIN R. MAKELA 
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APPLYING RECORDAK MICROFILMING TO BUSINESS ROUTINES—NO. 22 IN A SERIES 








Checking a customer-ledger card in a Recordak Film Reader 


New credit reporting system 
checks your history in 1 minute 


Amarillo Credit Association, Amarillo, 
Texas, saves $300 a month with Recordak 
Microfilming. And the stores it serves 

no longer waste 30-60 hours per month 


checking customers’ records for Association. 


By photographing its members’ customer-ledger cards 
in a Recordak Microfilmer—and storing the films at 
the finger tips—the Amarillo Credit Association de- 
livers incredibly fast service with less clerical help. 


Imagine looking up credit information on 15 cus- 
tomers in 15 minutes! It used to take this long just to 
contact a store’s credit manager and read off a list 
of names for him to check! Now he’s spared this 
tedious job. And where he used to be plagued by 
forty or so phone inquiries daily from the Association, 
he now gets one or two. 


The Association, on the other hand, isn’t held up 
walling for credit managers to answer; reports aren’t 


delayed a day as they used to be when answers were 
received around closing time. 


=RECORDPK 


(Subsidiary of Eastman Kodak Company) 
originator of modern microfilming— 
and its application to accounting routines 


Free . . .“Short Cuts That Save Millions.” New booklet 
shows how more than 100 different types of business— 
thousands of concerns — cut daily costs with Recordak 


Microfilming. **Recordak”’ ts a trademark 





Sa nearer ae MAIL COUPON TODAY---- 
RECORDAK CORPORATION 
(Subsidiary of Eastman Kodak Company) 
415 Madison Ave., New York 17, N.Y. 
Gentlemen: Please send free copy of U-10 
Short Cuts That Save Millions.” 
1 ee Pie ee 
Company______ = Ree ee ee 
Ss eine rere Peeieer = 
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The Tight Money Outlook for Fall 


In a survey of 87 officers of 62 major 
banks, and 200 executives of 112 major 
commercia! finance and factoring com- 
panies throughout the country, Standard 
Factors Corporation finds that one aspect 
of the current credit rationing worries most 
finance and banking executives: they re- 
port that the credit-tightening policy of 
the Federal Reserve Board has hurt busi- 
ness. These same executives and officers 
are fearful that if the Federal Reserve 
Board makes another turn of the credit 
screws this fall, it will stunt the normal 
expansion of every business and be damag- 
ing to the American economy. The fol- 
lowing manufacturing industries are men- 
tioned as particularly short of credit: 
foods, paper, chemicals and drugs, plas- 
tics, hardware, building materials, trans- 
portation equipment, glassware, metal fab- 
ricating, electronics, and office equipment. 

The prospect for future economic 
growth of the American economy, even at 
the historic average annual rate of three 
per cent, depends on a commensurate 
growth of available credit. If credit is 
maintained at artificially low levels, eco- 
nomic growth appears impossible, accord- 


ing to many of the finance executives and 
bankers. 

The Federal Reserve Board is rightly 
worried about inflation. Yet to some of the 
Board’s banker friends reporting to this 
survey, the Board appears to be acting as 
though it is afraid of growth. Several 
bankers have asked, “How is it possible 
to achieve a $500 billion economy by 1965, 
as the President has asked, if the money 
supply is to be rationed at a level barely 
adequate to support a gross national prod- 
uct of $400 billion?” 

Currently, most bankers report that their 
banks are in a very tight position. They 
have lent out a good deal. Business loans 
by the weekly reporting banks expanded 
to a $28.8 billion total at midyear. This 
represents an expansion of $2.2 billion in 
the first half of 1956. This compares with 
a gain of $1 billion through the first half 
of 1955. 

Anything more than 60 per cent of de- 
posits in loans leaves most big banks in a 
pretty tight situation. Most have to keep 
20 per cent (for New York and Chicago 
it is 22 per cent) of their deposits for re- 
serve requirements of the Federal Reserve. 
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If they are lending more than 60 per cent 
of deposits at the same time, they don’t 
have much left in the way of cash and goy- 
ernments and other investments. Finance 
company executives report that almost 
every large city bank with which they do 
business, has at least 50 per cent of de- 
posits out in loans today, and some banks 
have as much as 65, 66 and 67 per cent 
out in loans. 

In looking ahead at the fall and winter 
months, most commercial finance execu- 
tives and bankers feel that loan demand 
will be good, with a dip in this third quar- 
ter to be made up by the fourth quarter's 
expected surge. Most bankers and commer- 
cial finance executives in this survey be- 
lieve that the demand for business credit 
in the second half of 1956 will average out 
about the same as the second half of last 
year. Last year, business loans moved u 
$2.9 billion in the second half. If they 
move up the same amount this year, there 
would not be enough bank credit available 
even on a severely rationed basis. At the 
middle of 1956, banks were far more 
loaned out than they were at midyear 1955. 
Unless the Federal Reserve Board relaxes 
reserve requirements, or buys government 
securities, many banks will be unable to 
meet the business credit demands this fall, 
bankers here report. 


Check Cashing Made Easier 


Anchor Casualty Company of St. Paul, 
Minnesota, and Dubl-Chek Corporation 
have joined forces to provide a service 
which relieves merchant subscribers of 
much of the cost and all the risks entailed 
in the banking (check-cashing) function. 
The protective bond issued by Anchor 
Casualty gives the merchant indemnity 
against loss from bad checks, while the 
photographic record of each transaction 
made by the Dubl-Chek camera helps to 
curtail the activities of persons who make 
a practice of passing worthless checks. 
Each person cashing a check pays a dime, 
which defrays the entire cost of the serv- 
ice and the indemnity bond. 


“” OUTLOOK 


ENVELOPES 





@ The MODERN PAYROLL Sx»- 
TEM now used by leading firms 
to prevent errors. Special blue 
opaque paper insures positive pri 
vacy —only employee’s name 
shows through transparency. 
Save cost of addressing — 
$9 per M. Send voided check 
for sample Paycheck “Out- 
look” envelope to fit, also prices. 
OUTLOOK ENVELOPE COMPANY 
Est. 1902, 1007 W. Washington Blvd., Chicago7, Ill. 
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POSTING 130,870,948 new shares involved 
making a million and a half entries in 5 
weeks. Guaranty’s large staff of experienced 
personnel handled a tremendous number of 
clerical details and is available to other com- 
panies seeking stock transfer service. 

















21 TONS of mail were sent to Jersey 
Standard’s 326,000 stockholders. While this 
operation was in progress, Guaranty was 
also handling transfer and registrar work 
for about 1,000 other classes of stock. 




















MODERN EQUIPMENT was used by 
Guaranty to help speed up operation. Here, 
one of Guaranty’s staff technicians feeds in- 
structions to the bank’s electronic calculator. 


PROFESSIONAL GUIDANCE 

at every step of the way was provided by 
Guaranty. L. tor.: William J. Neil, 
Howard M. Ashley, Matthew J.Whalen, 
Harry W. Knudsen, and John D. Rippe. 
These men are part of the team of 

504 officers and employees available 

to every company, large or small, 
seeking transfer or registrar services. 





Three-for-one stock split 
of Standard Oil Company 
(New Jersey) involved 20 
million separate opera- 
tions. Guaranty Trust's 
experienced personnel 
and equipment put through 
record stock split quickly, 
efficiently. 


Recently Standard Oil Company 
(N.J.) voted a 3-for-1 common stock 
split. The job, largest of its kind ever 
undertaken by any bank transfer 
agent, was handled by Guaranty Trust 
Company of New York. 


Handling any stock split, large or 
small—in this case the issuance of 
1,500,000 new certificates—requires 
a unique combination of experience, 
adequate numbers of personnel, mod- 
ern equipment, and professional 
know-how. This combination was 
available to Jersey Standard, as it is 
available to the hundreds of compa- 
nies of all sizes for which Guaranty 
acts as transfer agent or registrar. 


EXPERIENCED AND ADEQUATE 
PERSONNEL. Posting 130,870,948 
new shares (involving 1,500,000 cer- 
tificates) to stockholders’ records... 
preparing voting lists .. . these were 
some of the tasks which Guaranty 
personnel performed for Jersey 
Standard. Hundreds of clerical work- 
ers were involved in round-the-clock 
operations at various times. 

MODERN EQUIPMENT AND PLANT 
FACILITIES. In processing the heavy 
volume of work handled by the staff, 
ingenious automation methods, plus 
modern electronic and mechanical 


Guaranty Trust Handles 
Record Stock Split 


equipment were used by Guaranty 
Trust to implement the handling of 
the 20 million separate operations: 
4,280,000 stencil impressions—3,000,- 
000 signatures—the mailing to stock- 
holders of 21 tons of mail. 


PROFESSIONAL ADVICE. From its 
preliminary stages to completion of 
the split, this operation called for 
careful planning. A myriad of ques- 
tions and problems had to be solved. 
Guaranty Trust officers, with wide 
experience in every phase of transfer 
and registrar work, furnished the 
specialized professional guidance 
needed to do the job. 

While Jersey Standard’s “operation 
split” was in process, the bank was also 
paying two of that company’s regular 
quarterly dividends. In addition, Guar- 
anty was performing dividend, trans- 
fer, and registrar services for other 
companies which involved about 1,000 
different classes of stock. The number 
of holders of these classes of stock 
ranged in size from 120 shareholders 
to 326,000 shareholders. 

HELP ON YOUR TRANSFER PROB- 
LEMS. Whatever the size of your com- 
pany, Guaranty personnel, equipment, 
and professional guidance are avail- 
able to perform stocktransfer or regis- 
trar services for you. If you would like 
to learn more about the advantages of 
New York transfer facilities written 
from the corporation viewpoint, write 
on your business letterhead for a com- 
plimentary copy of 
“Your Company, Its 
Stockholders, and _ the 
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capital gain under Section 1231 of the In- 
ternal Revenue Code of 1954 (Section 
117(j) of the Internal Revenue Code of 
1939), the tax advantage of retaining the 
old asset is reduced because the amount of 
tax involved in the timing shift is less 
which means that interest on it for the 
period involved is proportionately less. 
And when one considers the possibility of 
a gain on disposition in a future year not 
falling under Section 1231, the tax advan- 
tage of the defender is further reduced, 
the amount depending upon the probabil- 
ity of this change in status and the proba- 
ble amount of the gain upon later dispo- 
sition of the asset. 

Another way in which the tax angle 
enters the comparison of alternatives or in 
lump-sum investments involves the differ- 
ence in the timing of the interest cost for 
comparison purposes and for tax purposes. 
If either compound interest tables or the 
average investment be used as a basis for 
computing interest for purposes of com- 
parison, the cost is spread evenly over the 
life of the new asset. But whether the 
money is borrowed or raised by the sale of 
securities owned, the actual payments or 
foregone receipts of interest will be greater 
in the earlier years and will decrease as 
there is a recovery of the investment and 
a repayment of loans or a re-investment 
in securities. For tax purposes, then, the 
interest cost will be deductible somewhat 
earlier than evenly over the periods, mean- 
ing that the taxes will be paid somewhat 
later—a distinct advantage for the invest- 
ment in the new asset, but one that is dif- 
ficult to quantify. It cannot be very large 
being only interest on a portion of the in- 
terest cost. 


It seems appropriate at this time to men- 
tion two mid-twentieth-century stimulants 
to investment contributed by the income 
tax. One is the accelerated amortization al- 
lowed on assets acquired under certificates 
of necessity. The other is the allowance of 
decreasing charge methods of deprecia- 
tion. Both of these features result in post- 
ponement of tax by speeding up deduc- 
tions (as compared to the costs used in 
comparisons) if the new asset is acquired. 
If the depreciation allowable for tax pur- 
poses is different than that included in the 
cost comparison, that difference should be 
taken into account. 


IRREGULAR OUTLAYS?® 

Generally the most important irregular 
cash outlay in any course of action which 
involves the purchase of a new asset is the 
outlay to acquire the asset itself. How to 
convert this cost to a periodic basis has 
been discussed above. If a workable esti- 
mate of repair and maintenance costs, or 
of spoilage losses, or of any other cost or 
negative revenue shows substantial changes 
over the years, it complicates the cost com- 
parison. Often the best way to deal with 
such a cost is to discount all the different 
figures to the present and then apply the 
capital recovery factor (read from a table 
of periodic payments required to amortize 


° In this section, outlays which vary in amount 
from period to period are discussed. Irregular 
timing of outlays (and receipts) within a pe- 
riod is another problem—one which generally 
is ignored by assuming that all outlays for the 
period are made either at the end or at the 
beginning. The error introduced into the cal- 
culations by this unrealistic assumption is ac- 
ceptable because of its small size. 
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one and interest) to the discounted figure, 
For purposes of discounting, it may be 
possible to group all the periods’ cost into 
two or three shorter series, each of which 
has identical amounts making up the series 
so that it can be treated as an annuity. 
Varying revenues can be treated in a sim- 
ilar manner. 

Irregular outlays involved in a possible 
course of action necessitate careful defini- 
tion of the alternatives to be compared. 
Again referring to the asset replacement 
problem, if both the defender and the 
challenger are estimated to have increasing 
repair costs, some preliminary calculations 
may be necessary to select the length of 
life which will result in the lowest costs 
per period for each asset. If the salvage 
value of the defender is not expected to 
change, or is expected to change by equal 
or increasing amounts each period, a very 
short period of retention probably will 
show the least total cost per period. If, on 
the other hand, the defender’s salvage 
value curve tends to level off, it may offset 
the effect of rising repair costs upon the 
total periodic costs. The challenger is 
likely to have counteracting influences in 
its costs. The longer the life that is as- 
sumed, the lower the periodic capital re- 
covery cost (assuming that its net salvage 
value decreases most rapidly in the early 
periods of its life); the shorter the life 
that is assumed, the lower the periodic re- 
pair cost. The length of life that will re- 
sult in the lowest total periodic’ cost (as- 
suming constant revenues) should be 
chosen for comparison with the most fa- 
vorable length of life for the defender. 

If it is determined that the use of the 
defender for one more year is preferable 
to purchasing the challenger, it may be de- 
sirable to compare the two assets under 
the assumption that the defender will be 
used for two or more years. However, in 
many cases, it will be better to wait a year 
and then check again; conditions may 
change in the meantime. The important 
point is that the most favorable life period 
for each asset must be used in the compari- 
son; we certainly do not want to make a 
choice on the basis of a comparison of less 
than the best performance that is obtain- 
able from each asset. This is why we gent- 
erally are not interested in looking at only 
the first year of the challenger’s life. 


THE PAY-OUT PERIOD COMPUTATION 

Many businessmen, when considering 
an investment in an item of equipment or 
other facility, think in terms of how long 
it will take for the savings or additional 
revenue from the use of the new asset to 
pay for it. This technique may be applied 
in two ways. One is to compute the pett- 
odic saving by using the new facility omit: 

(Continued on page 482) 
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Slash Tax Return 
Paperwork with 
Government-Approved 
Copyflex Method! 


Simply fill in the govern- 
ment-approved translucent 
tax form with pen, pencil, 
or typewriter; produce 
sharp, clear, exact Copy- 
flex copies in seconds. Any 
of your Copyflex copies is 
acceptable for filing with 
the government. You elimi- 
nate time, cost, and errors 
of manual copying. 


Revolutionary Conyflex One-Writing Method Eliminates 





Manual Copying Bottleneck in All Types of Accounting Operations! 


All over America, leading accounting firms and departments are saving 
hundreds of hours and thousands of dollars annually by using modern 
Copyflex copying machines to speed and simplify accounting paper- 
work. You surely can too! 

With Copyflex, you write or type original information only once on 
inexpensive translucent paper. You make sharp, exact, black-and-white 
copies in seconds. Letter-size copies cost less than a penny each for 
materials. You prepare any series of cumulative, comparative, or repeti- 
tive types of reports without once rewriting or retyping original infor- 
mation. You produce distribution copies in seconds. You completely 
eliminate statistical typing, proofreading, needless transcription of the 
same data from one form to another, and the chance of human error 
in copying work. 

Consider how extensively these factors enter into your day-to-day 
operations, and you will appreciate how impressive your savings in 
time and costs will be when you eliminate manual copying work with 
Copyflex. 

Copyfiex machines are quiet, clean, odorless . . . require only an 
electrical connection . . . can be operated by anyone. Models are avail- 
able to copy originals up to 46 inches wide. Mail the coupon today for 
detailed information on how Copyflex can save you many hundreds of 
dollars in major accounting operations. 





/ 
Copies anything typed, written, 
printed, or drawn on ordinary 
translucent paper—in seconds. 


See us at booth 19, National Conference of 
Controllers Institute, New York, Sept. 30-Oct. 3 





Charles Bruning Company, Inc., Dept. 102-U 
4700 Montrose Ave., Chicago 41, Illinois 

















Please send me information on the use of Copyflex for | 
__Periodic Reporting of Financial Data, _____ Budget | 
Performance Reports,_______ Consolidated Reports, 

Customer Statements,____T'ax Returns. | 
Name Title | 
c Pr bf 7 
Address — | 
ee State | 
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CHARLES BRUNING COMPANY, INCORPORATED * 4700 MONTROSE AVENUE + CHICAGO 41, ILLINOIS 


In Canada: Charles Bruning Co. (Canada) Ltd., 125 Church St., Toronto 1, Ontario 
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Quantitative Analysis for Investment Decisions 


(Continued from page 480) 


ting from its costs depreciation and in- 
terest. The saving thus computed can be 
divided into the cost of the asset and the 
result compared to some arbitrary, stand- 
ard “pay-out period’” which is supposed 
to take into account both the length of 
life and a return on investment. This pro- 
vides a rough-and-ready test of the wis- 
dom of the investment which a foreman 
can make on the back of an envelope while 
standing in the shop, but it is not the kind 
of comparison which the controller’s staff 
is likely to stand behind. Rough estimates 
may be used with other rough estimates 
for making guesses, but if it is possible to 
obtain accurate figures of some operating 





COSTS CAN BE CUT! 
The big question always 
is . . . WHERE? 


Just off the Press 
SUPPLEMENT 


TO 
PROFIT ANALYSIS 


by Frederick M. Eisner, C.P.A. 


This Supplement advances a step 
further the accounting aids and pro- 
cedures which have made PROFIT 
ANALYSIS the strong right arm of 
modern marketing management. 














Cost Controls for Cost Reduction: 

Cost reduction is FIRST on manage- 
ment’s agenda. 

Provides cost controls for reductions 
in: marketing, materials, labor, factory 
expense, “activation” of inventory, 
fuller use of plant, returned goods, 
salesmen’s costs, sales mixture, office de- 
partments, etc., etc. 


Distribution Cost Accounting: 

A NEW and complete system of al- 
locating MARKETING costs; a special 
procedure handling proportional sell- 
ing costs of products, territories, classes 
of customers, sizes of orders. 

Challenges competition through, 
more advantageous sales pricing. Your 
price should cover only certain costs 
of particular functions of the market- 
ing process. Do you know which they 
are? 

Enables management to discover 
which products are out of line or un- 
profitable. 

Clear, easy to follow text and many 
illustrations. 

Practical, how-to-do-it books—con- 
stantly useful to Controllers, Public 
Accountants, Business Executives. 
PROFIT ANALYSIS, 364 pages ........ $10 
SUPPLEMENT, 190 p 5 
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SPECIAL COMBINATION OFFER— Beth 
Books, postpaid $12.59 


10 Days Money Back Guarantee 


CHARLES M. EISNER 
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costs and make accurate estimates of other 
operating costs, it makes sense to make a 
careful estimate of the length of life of 
the new asset and to take into considera- 
tion a particular interest rate. 

The pay-out period computation can be 
made carefully by determining the esti- 
mated saving, or additional revenue, per 
period when depreciation and interest on 
the new asset are ignored, dividing this 
figure by the cost less discounted net sal- 
vage value, and finding what line this quo- 
tient falls near in the chosen interest rate 
column of a table showing the periodic 
payment required to amortize one and in- 
terest (capital recovery factor). The num- 
ber of periods required to pay for the new 
asset can be read at the side of the table 
with reasonable accuracy if there is a line 
for each period; if not, interpolation will 
help.* This pay-out period can then be 
compared with the estimated life of the 
challenger. 

The pay-out period may be computed 
for the challenging asset in the illustra- 
tion used earlier in these comments. The 
cost comparison in that case showed an- 
nual savings of $1,724 excluding capital 
recovery costs if the new machine is pur- 
chased. This amounts to $431 per quarter 
(the period which was used in the earlier 
computations) which, when divided by 
$20,000, the cost of the new machine, 
yields a capital recovery factor of .02155. 
Skimming down the 144% column of a 
table of periodic payments required to 
amortize one and interest we find the fig- 
ure .0215483 on the line for 80 periods. 
It is concluded that, according to the esti- 
mates available, the new asset will take 80 
quarters to pay for itself. Since its life is 
estimated at 20 years, the decision rests 
entirely on unquantifiable factors. 


CONCLUSION 

The manager who has to make a deci- 
sion has two possible avenues of approach. 
One is by way of computations of pro- 


jected costs and revenues, or receipts and 
disbursements, which will indicate what 
the choice should be. These computations 
may be made by the manager himself, or 
they may be made by a staff member. 

The other approach to a decision is the 
subjective, judgmental approach. The use 
of managerial judgment in making eco. 
nomic decisions amounts to weighing the 
various factors involved without convert. 
ing them to quantitative terms. This re. 
sponsibility of the manager cannot be 
shifted to a staff man. 

These two approaches are not mutually 
exclusive. Even in those cases in which a 
great deal of quantitative information 
bearing on the decision can be accumu- 
lated, judgment is still important. Not all 
factors can be measured in dollars and 
cents and those that can be are measured 
with varying degrees of accuracy. Never- 
theless, the more factors that can be meas- 
ured in monetary terms the greater the 
accuracy with which they are weighed, in 
most cases. Taking the various factors into 
account by computations improves the 
probability of making the right decision 
and may save some time of the final deci- 
sion maker. These contributions to accu- 
racy of decisions and to saving of manag- 
ers’ time are the real justifications for the 
use of the techniques of differential analy- 
sis discussed in the preceding paragraphs. 


*In the first illustration above, the deprecia- 
tion and interest (capital recovery cost) on the 
challenger were computed by multiplying the 
cost of the asset by the periodic payment te- 
quired to amortize one and interest (capital 
recovery factor) over the estimated life of the 
asset at the interest rate selected. That is, cost 
times capital recovery factor equals periodic 
capital recovery cost. In the pay-out period 
computation, the periodic saving before con- 
sidering capital recovery is the amount avail- 
able to apply to capital recovery. So, cost times 
capital recovery factor equals periodic saving. 
Or, periodic saving divided by cost equals capi- 
tal recovery factor. The capital recovery factor 
may be computed in this manner and _inter- 
preted with the aid of a table. 
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“single step” data processing 


.-. newest concept in business record-keeping! 


“SINGLE STEP” data processing 
means the ability to process each trans- 
action as it occurs—at the same time 
updating every related record on file! 

This revolutionary new record-keep- 
ing concept is made possible through 
the exclusive features of the IBM 
Random Access Memory. With a ca- 
pacity of 6,000,000 to 24,000,000 digits 
of business facts and figures, RAM 650 
can put the finger on any one fact in- 
stantly ... for processing or reading out 


DATA PROCESSING @ 


RAM units, of 6,000,000-digit 
capacity each, transform this 
IBM 650 “Electronic Work- 
horse” into a “‘single step” = 
data processing system for 

business and industry. 


ELECTRIC TYPEWRITERS ° 


. 1BM_ 65! 


DATA PROCESSING SYSTEM 


. . . without time-consuming searching 
or sorting! 

At interrogation stations of the RAM 
650, direct inquiry can be made into 
this tremendous memory file. Through 
automatic typewriters at these loca- 
tions, RAM instantly provides answers 
to specific questions that reflect the lat- 
est transaction against sales, inventory, 
customer accounting . +. any account- 
ing record. 

With these updated facts, manage- 


TIME EQUIPMENT 


ment decisions are supported by the 
full weight of current business happen- 
ings! To bring your company up-to-date 
on this latest RAM 650 development, 
call your local IBM representative. 


International Business Machines Corporation 
590 Madison Ave., New York 22, N. Y. 
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Valuations for Corporate Mergers and Reorganizations 


(Continued from page 470) 


furniture and fixtures, autos and trucks, etc. Depreciation pro- 
visions for the respective accounts are usually posted on this 
same schedule. 

The detailed property records may be set up in any form 
preferred by the particular company, including a book listing, 
card record, plant ledger, or tabulating punched card. 

Each major item or Classification of property is recorded on 
an individual plant ledger page or card, and generally furnishes 
the following information: 


Identifying description of the asset 

Location—building and floor, department or process center 
Appraised value 

Allocation of purchase price (or cost) 

Date of acquisition 

Estimated years of remaining life 

Annual depreciation provision—expressed in dollars 

Year item will be fully depreciated 


Supplementing the detailed record, there is provided a prop- 
erty control record on which the information is posted from the 
plant ledger pages, with balances shown as of the basic date for: 
asset cost, allocation of depreciation reserve, and annual depre- 
ciation provision. This record is the foundation for good property 
control, and is perpetuated with details and balances shown for 
each succeeding year, the postings being made from the new, 
deleted, or revised plant ledger pages, giving effect respectively 
to property additions, disposals, and life adjustments. 

With a record of this type, it is comparatively simple to ex- 
plain and support the basis for allocating a purchase price, and 
the annual depreciation provision in meeting income tax and 
corporate accounting requirements. 

Supplementary summaries may also be provided furnishing re- 
placement costs and values in serving fire insurance requirements. 


PROPERTY CONTROL 

Modern appraisal methods for controlling property changes 
and in maintaining property and depreciation records on an an- 
nual basis include: 


Verification of the continuing existence of old property and 
elimination of nonexistent items from the accounts. 





A review of life estimates previously determined to give effect 
to revised depreciation provisions under present conditions, 

Adequate descriptive record of new property items and estab. 
lishment of lite estimates. 

Summarization of results furnishing opening and closing bal- 
ances by accounts of asset costs, depreciation reserves, and 
annual depreciation provisions. 

Narrative report explaining the scope and character of the 
investigation in support of (1) depreciation claimed, (2) 
losses resulting from property abandonment, special obso- 
lescence, and partial ne Ph and (3) gain or loss on the 
sale of property. 

Redetermination of current replacement costs and values for 
checking adequacy of replacement reserves and fire insur- 
ance coverage. 

Determination of depreciation provisions related to current re- 
placement cost for cost accounting and for possible use in 
financial statements. 


It is recommended that a responsible property-minded com- 
pany official be designated to approve the request for all prop- 
erty changes and the related appropriations before such changes 
are made. This procedure will serve as a brake on reckless ex- 
penditures and guard against disposal of valuable property. 

Needless to say, it is no part-time job to keep abreast of the 
property changes and the related fixed asset and depreciation ad- 
justments to be made on the corporate books and in the income 
tax records. It will be those companies with modern methods of 
property control, and property and depreciation accounting 
techniques, that will be in a position to sustain their claims in 
dealing with the Internal Revenue Service and other government 
departments, and who will have available at all times a true fixed 
asset and depreciation picture for corporate accounting and cost- 
finding purposes. 

The appraisers’ analysis and verification of the reported prop- 
erty changes at year-end accounting periods constitute a valuable 
contribution to good plant accounting and have won the endorse- 
ment of management and accountants because the principal ob- 
jective is the control of property dollars. 


* * * 


A good property deserves a good property record. 
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News of Other Organizations 


LOMA 
J. Howard Ditman, vice president and 
controller of New York Life Insurance 
Co., New York, was elected president of 
the Life Office Management Association 
for 1956-57 at LOMA’s 33rd annual con- 
ference in Chicago. 


AIA 

The American Institute of Accountants’ 
1956 award for outstanding service to the 
accounting profession was presented to 
J. S. Seidman, New York certified public 
accountant, at the organization’s annual 
meeting recently held in Seattle, Wash. 

Mr. Seidman is a vice president of the 


AIA and for the past three years has been 
chairman of its committee on federal taxa- 
tion. He is also a member of the Commis- 
sion on Standards of Education and Experi- 
ence for Certified Public Accountants, 
which recently recommended advanced 
education as a requirement for all future 
CPAs. 

Mr. Seidman is author of the four- 
volume ‘Legislative History of Federal In- 
come and Excess Profits Tax Laws’”’ and is 
tax columnist for the New York Herald 
Tribune. 

During World War II, Mr. Seidman 
served as a captain in the U.S. Navy, han- 
dling special investigations for the late 
James Forrestal. 





Oe eee 


inva Macatee alsa cee OCTOBER 1956 





484 





Steve H. Bomar, vice president and 
treasurer, Trust Company of Georgia, 
Atlanta, Ga, 
was elected pres- 
ident of the Na- 
tional Associa- 
tion of Bank 
Auditors and 
Comptrollers for 
the coming yeat 
at the organiza- 
tion’s 32nd An- 
nual Convention 
held in Wash- 
ington, D. C. in 
September. 

Mr. Bomar is a member of Controllers 
Institute of America and served as presi- 
dent of the Atlanta Control, 1955-56. 


Cristof 


MR. BOMAR 
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AUTOMATION 


These outstanding companies have achieved success through the years by alert far-sighted management. 
Today in their offices figure work is speeded with automation for figures. Today businesses 

large and small rely on Monro-Matic desk calculators. 

The new Monro-Matie Duplex Calculator actually speeds the answers to several problems simultaneously. 

It adds as it multiplies, adds as it divides, and by storing individual answers automatically 

eliminates addition or 

subtraction of results when 

the final answer is needed. See the MAN from MO N R O E 


Apply this to your business. for CALCULATING 


° - ° ADDING 
Write or telephone Monroe Calculating Machine Company, Ine. eennssiniets 
General offices: Orange, N. J. Offices throughout the world. DATA PROCESSING 
MACHINES 
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PHILANTHROPIC FOUNDATIONS* 


By F. Emerson Andrews 


Leon Freres 





Reviewed by HAROLD A. KETCHUM 
Financial vice president 

Federal Pacific Electric Company 
Newark, N. J. 


(Mr. Ketchum is president of Controllership 
Foundation, 1956-57, research arm of Control- 
lers Institute of America.) 


This book will prove absorbing to con- 
trollers for two reasons: (1) its perceptive 
analysis of the number, variety, objectives 
and inner workings of America’s 5,000- 
odd philanthropic foundations and (2) the 
observations it contains on corporate foun- 
dations, i.e., those established by business 
companies to channel their gifts and con- 
tributions. Such foundations numbered ap- 
proximately 1,500 in 1952, and the total 
is probably greater today. Armed with 
such data, the financial manager is in a 
better position than before to chart and 
oversee his company’s philanthropy. 

In telling how foundations dispense 
their funds, Mr. Andrews indirectly coun- 
sels corporate donors on how to select and 
deal with grantees. For example, many 
companies give money annually for schol- 
arships, student loans and fellowships. He 
makes a useful distinction between the 
scholarships which involve a means test 
and hence are more accurately ‘“‘grants-in- 
aid,” and those where awards are based 
on merit alone, and are therefore prizes. 


Specific criteria in choosing candidates 
are a hallmark of corporate activity in the 
scholarship field, the author points out, 
saying, ‘““Lhe Sears-Roebuck Foundation 
confines its scholarships to farm boys en- 
tering agricultural colleges, but with pro- 
vision for continuation of the scholarship 
for a small percentage with exceptionally 
high grades. Other company foundations 
characteristically limit their scholarships to 
sons and daughters of employes. Begin- 
ning in 1951, approximately 70 four-year 
scholarships have been awarded each year 
to sons and daughters of Ford Motor 
Company employes, through the Ford 
Motor Company Fund. The Union Car- 
bide Educational Fund, in addition to full 
tuition and certain other allowances for 
the student, grants $600 annually per stu- 
dent to selected liberal arts colleges and 
technical schools, with $100 earmarked to 
supplement the salary of the faculty mem- 
ber assigned to counseling the student.” 

The plan followed by the Ford Motor 
Company Fund overcomes public relations 
problems which otherwise might confront 
the donor. Scholarships are confined to 
children of those who receive base pay of 
less than $786 per month (in 1955). The 
applicant must be a high school senior in 
the top third of his or her class, and is 
chosen by a scholarship board of nine edu- 
cators on the basis of test scores, class 
standing, recommendations of high school 
principals, and other factors. 

“Under the terms of the scholarship 
grants,” Mr. Andrews explains, “the Fund 
makes a contribution to the college se- 
lected by a winner. The amount covers 
general tuition, fees and a portion of cost 
for room and board for the normal aca- 
demic year. Scholarships continue for four 
years if satisfactory personal and scholastic 
standards are maintained. The Fund also 
will contribute an annual $500 cost-of-ed- 
ucation grant to privately endowed col- 





THE CONTROLIER.............. 


Sh en ee OCTOBER 1956 





486 


leges and universities for each winner in 
attendance. By this means the Fund makes 
a direct contribution to the private col- 
leges of the nation without the onus of se. 
lection; the scholars do the choosing.” 

Corporations and private donors wish- 
ing to delegate the scholarship task may 
participate in the new National Merit 
Scholarship Corporation initiated by the 
Ford Foundation in 1955. The latter con- 
tributed $20 million, supplemented with 
$500,000 by the Carnegie Corporation of 
New York. Other donors entering the 
plan acquire as many “merit scholarships” 
as their contributions will cover in terms 
of average costs, with problems of selec- 
tion and administration standardized and 
handled by the central administration. 
Such contributions will be matched, dollar 
for dollar, out of a conditional grant of $8 
million, which is part of the Ford Founda- 
tion’s appropriation. 

Under this novel plan, each winner of 
a scholarship may select his own college, 
and the institution so selected will receive 
a cost-of-education supplement for its gen- 
eral budget roughly equal to tuition. Some 
adjustment will be made for tax-supported 
institutions. “It is hoped that this pro- 
gram,” the author comments, “will bring 
into colleges a larger proportion of the 
talented high school graduates and at the 
same time provide a nondiscriminatory 
means of supporting higher educational 
institutions, based on their own ability to 
attract able students.” 

The book gives pause to donors, both 
corporate and individual, whose proposed 
foundations may be too small for effective 
operation. ‘Generally speaking,” the 
author warns, “it is questionable whether 
a foundation should be set up as an inde- 
pendent perpetuity until its disbursements 
will reach $100,000 annually; this re- 
quires a corpus of at least $2.5 million at 
current rates of interest. Alternatively, an 
adequate program can for some time be 
maintained by a provision to spend both 
capital and income within a given period. 
But even for considerably larger sums 
other devices possessing most of the ad- 
vantages of the separate foundation, but 
avoiding its complications and costs, may 
be more desirable.” 

The few foundations which have “'tea- 
sonably adequate” professional staffs, Mr. 
Andrews points out, are among the 70- 
odd with assets of $10 million or more. 
Such personnel usually includes an execu- 
tive director, whose duties involve screen- 
ing of grant requests; routine refusal of 
those which are clearly outside the pro- 
gram; executive handling of grants made, 
and such follow-up as is desired. Larger 
foundations also need a salaried treasurer 
or controller, who in some cases also serves 
as secretary to the board. Writing or edi- 





* Published by Russell Sage Foundation, 
New York. 459 pp., including index and ap- 
pendix. $5.00. 
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torial service is a frequent need, either to 
help prepare annual reports, speeches and 
statements, or to write, edit and promote 
research reports. The growing need for 
public relations counsel has been im- 
pressed on some foundations by recent 
Congressional investigations, which indi- 
cated Clearly the wide range of misunder- 
standing of the role, the methods, and the 
results of the work of these foundations. 

The corporation foundation is fortunate 
in regard to staff, the author notes, being 
governed customarily by a board of trus- 
tees consisting wholly or largely of ofh- 
cers and directors of the parent company. 
They decide on the sums to be distributed, 
and the company contributes the secretarial 
help. This fills the bill as long as the 
amounts involved are small. 

“For effective distribution of larger 
sums,” Mr. Andrews adds, “‘at least one 
paid staff member is desirable, to conduct 
necessary investigations into the merits of 
appeals ; handle correspondence ; appraise 
accomplishment, and seek out opportuni- 
ties for that particular corporation to use 
its business know-how in making contri- 
butions that may prove uniquely valuable 
to the community, and have unusual public 
relations value for the corporation. For 
this work a corporation employe is often 
chosen, but the criterion should be apti- 
tude rather than the desire to make a place 
for the superannuated employe. Where 
special projects are intended, such as aid 
to education, an outside expert may be a 
desirable choice.” 

Consolidation of funds offers a means 
of escape from the problems of adminis- 
tration and personnel. An interesting ex- 
ample is cited—that of the Hillside In- 
dustrial Foundation, Hillside, N. J. About 
90 small industrial companies are located 
in that community, none of them large 
enough to warrant the staff and other ma- 
chinery of a separate foundation. Under 
the auspices of the Hillside Industrial As- 
sociation, a group of firms incorporated 
the Foundation—whose single staff screens 
appeals and handles the contributions of 
a large number of firms. It is able to coordi- 
nate and plan most of the local industrial 
giving toward community projects. Any 
Organization or individual located in Hill- 
side, and which either manufactures or 
serves manufacturers, is eligible to belong. 
The minimum contribution is $100. The 
Fund was incorporated in 1952; 28 mem- 
bers had joined by June 1955. 

The company foundation is a recent 
newcomer to the philanthropic field. As 
the author remarks, ““A wave of founda- 
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Now! the greatest Handbook ever compiled to expedite 
the gathering and utilization of vital 
accounting data of modern business! 





Accountants’ 
Handbook 


For everyone who uses accounting informa- 
tion or helps to prepare it, this unique Hand- 
book — hailed as the universal authority for over 
thirty years — is the indispensable key to principles 
and practice over the whole field of commercial 
and financial accounting. 


ACCOUNTANTS’ 
HANDBOOK 


Compact — Complete. No book in print so defini- 
tively answers so many interrelated questions affect- 

ing the efficient organization and management of an Help for 

business. From the setting up of accounts and ac- ompany Officer 

counting systems to the interpretation of financial This new s 
statements, the ACCOUNTANTS’ HANDBOOK 
covers today’s proven techniques, makes recom- 
mendations you can safely act on. Yet everything is 
so skillfully arranged and integrated that the exact 
information you want is instantly accessible in con- 
venient, easy-to-read form. 


Unsurpassed Authority. Reflecting the latest develop- 
ments, this 4th Edition draws upon hundreds of 
authoritative sources, including books, journals, govern- 
ment bulletins, and corporate records, giving you knowl- 
edge and advice of experts on matters outside your own 
experience. Up-to-the-minute illustrations supplement 
the text, enable you quickly to adapt techniques and 
methods to your particular situation. 


* *& * 29 Information-Packed Sections 


Nature and Function of Accounting — Equipment — Depreciation — Plant 
Financial Statements: Form, Content, Revaluation — Intangible Assets — Lia- 
Analysis, Interpretation — Operating bilities — Paid-In Capital — Retained 
Reports and Controls — Sales and Earnings, Appropriations, and Divi- 
Other Revenues — Production Costs — dends — Consolidated Statements — 
Purchasing — Employee Compensation Partnership Accounting — Govern- 


— Distribution Costs — Cash — Re- 
ceivables — Inventories — Investments 
— Land, Leaseholds, and Realty — 


mental and Institutional Accounting — 
Fiduciary Accounting — Taxes — The 
Independent Accountant — Mathemati- 





Natural Resources — Buildings and cal and Statistical Methods and Tables 


RUFUS WIXON, Editor-in-Chief; WALTER G. KELL, Staff Editor 
— with Board of 28 Contributing Editors 











One in the Distinguished Series 
of RONALD HANDBOOKS — 


© Big 6 x 9 Format. 
403 Ills., Tables. 1600 Pages. 


COST ACCOUNTANTS’ Flexible Binding. $15 


HANDBOOK 
Theodore Lang, Editor. 556 ills., 
tables; 1482 pp. $12 


FINANCIAL HANDBOOK 
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ELECTRONICS is a many-sided thing—electronics is also growing. To 
grow with it you must spend full time in your reading—unless you are 
selective. These studies on electronics in business will help you. 


ELECTRONICS IN BUSINESS: VOLUME III 

Authoritative and up-to-date information on: computer installations 
and applications; data-processing systems; conferences, seminars, 
training programs; and listings of visual presentations available. 
Also, descriptive listings of all worthwhile literature published be- 
tween January 1, 1956 and July 15, 1956. 

Paperbound, 208 pages $6.00 

($5.00 to members of Controllers Institute of America) 


ELECTRONICS IN BUSINESS: VOLUME II 

More than 250 annotated entries covering material on electronic 

machines published from June 1 to December 31, 1955. Use of this 

supplement, together with the basic source book, will give executives 

complete information for finding answers to specific problems. 

Paperbound, 130 pages $3.00 
($2.00 to members of Controllers Institute of America) 


ELECTRONICS IN BUSINESS: A DESCRIPTIVE REFERENCE GUIDE 
Over 300 annotated entries covering material on electronic machines 
published through May 31, 1955. Also, sections describing installa- 
tions of electronic computer systems, commercial digital computer 
centers, actual business installations of electronic computer systems, 
and a listing of scheduled seminars, conferences and courses. 


Paperbound, 176 pages $2.00 
($1.50 to members of Controllers Institute of America) 


A CASE STUDY IN PLANNING FOR ELECTRONICS 
A step-by-step account of one corporation’s actual planning, investiga- 
tion and preparation for EDP. Comments on revenue accounting will 
interest all executives. 

Data-Processing Digest, in reviewing the study said, ‘We feel this is 

an outstanding job of presenting a case study, and the best we've seen 

in this field.’ 


Paperbound, 121 pages $4.00 
($3.00 to members of Controllers Institute of America) 
ELECTRONICS BINDER. Keep all your Foundation studies on eiec- 
tronics in one place. Special stamped binder for desk or shelf use. 

$2.50 ($2.00 to members of Controllers Institute of America) 





CONTROLLERSHIP FOUNDATION, INC. 
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tions of a new type has sprung up in the 
past half-dozen years. These are corpora. 
tion foundations, ‘company’ foundations, 
trusts or funds—under any title, tax-ex. 
empt, non-profit legal entities separate 
from the parent company but with trustee 
boards consisting wholly or principally of 
corporation officers and directors; their 
purpose is to facilitate corporation giving 

“Although early examples of corpora. 
tion foundations exist, they rose to great 
numbers only recently. Business corpora- 
tions have been allowed tax deduction on 
charitable gifts up to 5 per cent of net in- 
come since 1936, but such giving was not 
heavy until 1945, when it reached $266 
million under the combined persuasions of 
wartime appeals, an excess-profits tax, and 
a rising sense of community responsibility 
on the part of business leaders. It was stil] 
later, with an apparent peak in 1952 and 
1953, when corporations began in large 
numbers to organize foundations as the 
channel for this giving.” 

Such foundations differ from those of 
other types in certain significant respects. 
As the author notes, they seldom have a 
substantial corpus, and exist rather as 
channels for current giving. Welfare ef- 
forts are directed largely toward the par- 
ticular company’s employes, stockholders 
or business relationships; although legal 
restrictions On corporate giving have re- 
laxed in recent years, it may still be neces- 
sary under some corporate laws to show 
a constructive relation between the gift 
and the interests of the corporation. 

“Corporation foundations offer substan- 
tial administrative advantages,” the book 
advises. “Requests for contributions are 
channeled to the foundation, relieving 
business executives of the chores of ac- 
knowledging and handling, and reducing 
the ‘heat’ put upon them by personal so- 
licitors. Such requests can be effectively 
checked in an office set up for that pur- 
pose, under an executive who devotes 
much or all of his time to such tasks. 
Budgeting is a simpler matter when all 
recurring drives and most emergency 
causes can be provided for with one an- 
nual appropriation and it is not necessary 
that this appropriation be wholly used 
within a single calendar year. 

“This flexibility in timing has further 
uses. Many corporations do not know un- 
til nearly the close of their fiscal year what 
their profit position will be or what tax 
rates will apply. For the many companies 
whose giving is affected by their profit po- 
sition, amounts cannot be finally deter- 
mined until profits are known, and then 
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there may not be time for wise philan- 
thropic choices and needed investigation. 
But if a company foundation exists, the 
total amount can be turned over to it in 
one lump sum for more leisurely final dis- 
bursement. Moreover, these contributed 
funds can be accumulated toward a major 
expenditure, if a desired program so re- 
quires. 

To corporate management, the founda- 
tion approach to contributions provides 
the opportunity for variable appropria- 
tions to the foundation without the corre- 
sponding variation to the one or more 
eventual recipients. 

“Corporation foundations,” the author 
notes, “if they are given imaginative di- 
rection and freedom to experiment, may 
become pioneers and pathfinders in corpo- 
rate giving, finding ways of applying cor- 
porate gifts that will bring increased 
ctedit to business and larger benefits to 
communities.” 

The need for experimenting, exploring 
and seeking new directions is indicated 
several times by Mr. Andrews, whose book 
as a whole can be regarded as an analysis 
of changing trends. He also strives to cor- 
rect the popular assumption that founda- 
tions have almost unlimited wealth. Ex- 
cept for an unusual grant in 1955 by the 
Ford Foundation (to be spent in 1956 and 
1957), foundation grants from endow- 
ment income do not exceed $300 million 
in most years. “Americans exhale in to- 
bacco smoke every year more than the ac- 
cumulated wealth of all the foundations 
together. Many foundations can spend in- 
come only, and that income has recently 
been much reduced both in dollars and in 
purchasing power. We are now paying out 
of tax funds about $1.6 billion a year for 
old-age assistance benefits; it would take 
all the grants of all the foundations more 
than five years just to meet one year’s bill 
for the needy aged alone.” 

This explains in part the trend away 
from individual relief, as a foundation ob- 
jective, toward exploratory work directed 
to prevention and cure rather than treat- 
ment. As the author sums it up, ‘“Discov- 
ety is the keynote of these programs—dis- 
covery in the physical sciences; discovery 
in the social sciences; discovery in the ap- 
plication of knowledge already won. In- 
creasingly, foundation funds are being 
called the venture capital of philanthropy. 
Because of their relative freedom from 
governmental and other controls, it has 
been suggested that foundations may have 
a special mandate to enter fields of contro- 
versy, where the explosive nature of the 
issues would make suspect the findings of 
less independent organizations and where 
needed financing from any other source 
might prove difficult... . The well- 
tounded foundation does not ‘promote’ 
ideas in controversial areas; it supports 
objective investigations and encourages 
competent investigators to state their con- 
clusions.” 
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Scientific research is still a small part of 
foundation activities as a whole, but many 
of the leaders include it in their programs. 
Education is in the program of about half 
the foundations, many of whom make it 
their major concern. Closely approaching 
it is the broad field of health; Mr. An- 
drews estimates that health projects re- 
ceive larger foundation support than social 
welfare. Religion, international relations 
and public administration are mentioned 
as receiving relatively little attention and 
assistance from foundations. 

The appendix to this informative book 
should provide an invaluable guide to the 
reader who is tempted to explore further. 
It contains a bibliography of 329 items, as 
well as 29 pages of selections from the 
Internal Revenue Code which apply to 
foundations. A sample foundation charter 
and copies of tax forms are also included. 
The book is competently indexed. 


DETERMINANTS OF 
CAPITAL EXPENDITURES* 


By Robert Eisner 


A monograph which synthesizes inter- 
view data and economic theory in an area 
where the two have seemed painfully un- 
reconciled. The author analyzes findings 
in terms of nature and extent of forward 
estimates and capital expenditure plans, 
formal aspects of approval, the role of 
expansion, price consideration, taxes, ac- 
curacy of estimates in relation to surveys, 
etc. Individual reports are given on the 14 
companies which were surveyed. 

* Published by the University of Illinois, 
Urbana, Ill. $1.50. 


OTHER BOOK ENTRIES 


NATIONAL INCOME ACCOUNTS AND IN- 
COME ANALYsIS. By Richard Ruggles 
and Nancy D. Ruggles. McGraw-Hill 
Book Company, 330 West 42nd Street, 
New York 36, N. Y. $6.50, 


AUTOMATIC DATA PROCESSING. Proceed- 
ings of a conference, September 8 & 9, 
1955. Division of Research, Graduate 
School of Business, Harvard University, 
Boston, Mass. $3.50. 


FUNDAMENTAL STATISTICS FOR BUSINESS 
AND EcONoMIcS. By John Neter and 
William Wasserman. Allyn & Bacon, 
Inc., 70 Fifth Avenue, New York 11, 
N. Y. $6.50. 


UNION STRIKE VOTES: Current Practice 
and Proposed Controls. Department of 
Economics and Sociology, Princeton 
University, Princeton, N. ]. $3.00. 


STANDARD HANDBOOK FOR ACCOUNT- 
ANTS. Edited by J. K. Lasser Tax Insti- 
tute. McGraw-Hill Book Co., Inc., 330 
West 42nd Street, New York 36, N.Y. 
$15.00. 











Checklist of NEW 
McGRAW-Hill Books 


for Management 
Men 


[_] PLANNING 
THE FUTURE 
STRATEGY OF 
YOUR BUSINESS 


Timely guide to current think 
ing and experiences in busi 
ness planning, including fi- 
nance, control, marketing, 
communications, labor relations, automation and 
data processing, and operations research. Digests 
the ideas developed at the 25th Annual National 
Business Conference held at Harvard Business 
School. Ed. by E. C. Bursk and D. Fenn, Jr. 
300 pp., $4.25 : 


PROFIT MANAGEMENT 
and CONTROL 


Analyzes and explains profit control through use 
of profitgraphs and the breakeven point in making 
management decisions. Gives full treatment of ap- 
plications of the breakeven point in planning and 
forecasting, control of overhead, determining sell- 
ing prices, in bonus plans, in labor relations, and 
in direct costing. By F. V. Gardner. 285 pages, 
41 charts, $6.00 


ELECTRONIC COMPUTERS 
and MANAGEMENT CON- 
TROL 


Practical guide to the use of electronic computers 
in business, showing how they operate, dozens of 
ways in which they may be used, and when and 
how business executives should plan to use them. 
Includes information on choosing process and 
equipment, and staffing and controlling the opera- 
tion. By G. Kozmetsky and P. Kircher. 289 pp., 
illus., $5.00 


[] GUIDE to ELEMENTARY 
STATISTICAL FORMULAS 


important formulas in easy-to-use form. 
Lists each formula, defines its terms, and shows 
application with a simple example. Covers com- 
pound interest, measures of averages, variation, 
the normal curve, correlation, long-term growth, 
seasonal variations, etc. By R. E. Johnson and 
D. N. Morris. 102 pp., 10 illus., $3.00 


[ ] FASTER, FASTER 

A Simple Description of a Giant Electronic 

Calculator and the Problems It Solves 
Explains in non-technical language how a cal- 
culator operates, the nature of the problems it 
solves, and how the problems are presented to the 
calculator. Describes “memory,” tapes. printers, 
test and repair facilities, programming, etc. By 


W. J. Eckert and R. Jones. 160 pp., 44 illus., $3.75 
READ THESE BOOKS 10 DAYS FREE 
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Opportunities in Accounting Described 


in New Brochure for Students 


IGH SCHOOL AND COLLEGE STUDENTS 
who choose private or managerial ac- 
counting for their profession are taking 
one of the best roads to success in the busi- 
ness world. The requirements for such a 
career, together with the varied possibili- 
ties for advancement, are described in a 
new illustrated brochure now being dis- 
tributed by Controllers Institute of Amer- 
ica. It is entitled ‘Moving Up in Business 
—a Look at Managerial Accounting.”’ 


“The demand for accountants far ex- 
ceeds the supply,” the career booklet points 
out. “There is an unfilled demand for good 
accountants, and industry’s needs for ac- 
counting talent promises to keep on grow- 
ing for many years. 

“As our country has expanded, business 
and industry have become more and more 
complex. From the simple bookkeeping of 
years ago, commercial and financial data 
have grown increasingly more compli- 








When you multiply on a Marchant it’s 
a bull’s-eye every time. You know your 
answer is right because Marchant is the 
only American calculator with positive 
three-dial proof of accuracy. 

At the end of a multiplication problem 
the number to be multiplied is in the 
Lower, or Keyboard Dials...the multiplier 
is in the Upper Dials...and the answer is 
in the Middle Dials. 

You get this same visible proof when 
dividing, adding and subtracting ... in 
any calculation. This is just one of the 
many accuracy controls built into every 
Marchant calculator. Anyone in your 


office—after brief instruction—can operate 
a Marchant efficiently. 

Marchant has always led the field in 
developing calculators with unmatched 
speed and simplicity of operation. Add 
these advantages to Marchant’s exclusive 
accuracy controls and the answer is maxi- 
mum figurework output with a minimum 
of operator time and effort. 

Call in the local MARCHANT MAN. 
Let him show you how Marchant’s many 
exclusive operating advantages can make 
a substantial contribution to the more 
efficient and more profitable operation of 
your business. 


fi MARCHANT CALCULATORS, inc. oaxtano 8, catirornia 
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Job demands exceed supply 
declares Controllers Institute 


cated. A big company can no longer rely 
on simple arithmetic and double-entry 
bookkeeping. Control must now be much 
more scientific. The accountant must be 
able to analyze figures and advise manage. 
ment on what should be done. The success 
of any business depends on this control. It 
is a big, important and exciting responsi- 
bility. 

“In today’s substantial business enter- 
prises, there are many junior executive and 
supervisory jobs open to accountants. Op- 
portunities exist for managers of head- 
quarters and field units and for top special- 
ists. Accounting also provides an excellent 
means of advancing to important adminis- 
trative positions—such as controller, treas- 
urer and other officers.” 

Automation and the growth of machine 
accounting are creating bigger jobs, as they 
call for higher calibre people, the booklet 
declares. “The new challenge of automa- 
tion,” it observes, “will be to sift the im- 
portant facts out of the enormous masses 
of data that go into a computing machine. 
This in turn will call for top-notch ac- 
countants and means more big jobs in pri- 
vate accounting. Automation means fewer 
tedious, repetitive jobs and more analyti- 
cal and staff positions—more opportunity.” 

Most college-trained accountants re- 
ceive salaries that compare favorably with 
salaries of graduates in other fields, the 
brochure advises. There are many oppor- 
tunities for travel, and the field is open to 
women as well as men. In the ten years 
from 1940 to 1950, the number of women 
accountants and auditors trebled. 

The controller's work and responsibili- 
ties are described in the booklet, which 
tells how young accountants normally be- 
gin their work in such activities as financial 
accounting, internal auditing, cost account- 
ing, budgeting, plant accounting or taxes. 

The new brochure was prepared by the 
Institute’s National Committee on Educa- 
tion headed during 1955-56 by Ralph H. 
Smith, controller, The Cleveland Electric 
Illuminating Co., Cleveland, Ohio, and 
now under the chairmanship of John Glad- 
son, assistant controller, Esso Standard Oil 
Co., New York. Copies are being sent 
without cost to all major schools and col- 
leges offering business subjects and will be 
furnished free upon request to secondary 
schools, high school counselors and stu- 
dents. 

Bulk quantities for distribution by 
schools or business organizations may be 
purchased from Controllers Institute at 25 
cents per copy. Headquarters of the organ- 
ization are at Two Park Avenue, New 
York 16, New York. 
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A study on pension plans, compiled by 
the Bankers Trust Company of New York 
indicates there has been a steady improve- 
ment in nearly all classes of pension plans 
in recent years. For purposes of compari- 
son, the findings in the study, entitled “A 
Study of Industrial Retirement Plans— 
1956 Edition,” are arranged into two 
classes of pension plans. The first is the 
“pattern” type which came into being in 
1949 when pensions were made subject to 
bargaining in union negotiations; the 
other, the “‘conventional,” provides bene- 
fits that vary both with years of service and 
rates of compensation but are not union 
negotiated. Of the plans studied, 77 per 
cent were conventional and 23 per cent 
pattern plans. 

Pension payments in 34 of the older 
pattern plans were renegotiated and lib- 
eralized between 1953 and 1955, the pe- 
riod under study in the report. In conven- 
tional plans, the nature and scope of 
amendments made and benefit formulas in 
the 1953-55 period differ greatly from 
plan to plan. Of the 178 conventional 
plans studied, 123 were revised in one or 
more ways and in more than 90 per cent 
of these plans, benefits were liberalized. 

Another favorable trend in pension pay- 
ments is that there has been a decline in 
the policy of setting limits on the dollar 
amounts of pensions for participants. An 
analysis of the new conventional plans put 
into effect in the last three years showed 
that 82 per cent had no pension ceilings. 

The study showed that eligibility re- 
quirements improved in both conventional 
and pattern plans. In 53 per cent of the 
pattern plans, less than 15 years of service 
was required before becoming eligible for 
participation in the plan, while a large 
percentage of the conventional plans had 
no eligibility requirements. The use of 
age requirements, particularly in conjunc- 
tion with service requirements, appears to 





Liberalization of Pension Plans 


be declining. And in those cases where the 
plans have an age requirement the tend- 
ency is towards setting lower ages. 

Of the 96 conventional plans with age 
requirements, 53 per cent had age 34 par- 
ticipants ; 38 specified age 25 or lower, and 
only nine per cent had age 35 or over. 

No marked change was noted by the 
study in the use of service requirements 
independent of an age requirement. Age 
65 is still the normal retirement age for 
pattern plans, but retirement is automatic 
at this age in only about 27 per cent of 
the plans. The remaining pattern plans 
either have no compulsory retirement age 
or specify an automatic retirement age 
later than 65. Only three per cent of the 
conventional pattern plans studied had a 
normal retirement age for men higher 
than age 65. The normal retirement age for 
women was the same as for men in 95 per 
cent of the conventional plans. 

Early retirement provisions in both pat- 
tern and conventional plans were liberal- 
ized. Some 70 per cent of the plans hid 
provisions permitting early retirement for 
reasons other than disability. And the most 
common provision for such retirement was 
“age 60 and 15 years’ service” and for 
early retirement at the employe’s election 
at ‘‘age 60 and 10 years’ service.” 

Vesting has also been liberalized. More 
pattern plans include special vesting pro- 
visions and more liberal vesting pro- 
visions. Some 27 per cent of the patiern 
plans studied now have special vesting 
provisions. 

The question of contribution by em- 
ployes under the plans showed that none 
of the pattern plans contained a contribu- 
tory feature and there was a slisht trend 
toward noncontributory provisions in con- 
ventional plans. The study showed that 45 
per cent of the conventional plans were 
noncontributory, against 35 per cent in 
previous years. 


Clarification of Audit Reports Urged by AIA 


A further step toward clarifying the 
responsibility taken by auditors giving 
opinions on financial statements was an- 
nounced by the American Institute of Ac- 
countants. The new statement says that 
when an auditor fails to confirm receiv- 
ables by direct correspondence with the 
debtors or to observe the physical count 
of inventory and satisfies himself by 
means of other auditing procedures this 
should be explicitly stated in his report. 

Since 1939 the AIA has held that 
generally receivables must be confirmed 
and the inventory-taking observed when- 
ever these procedures are practicable and 
teasonable and whenever the assets in- 
volved are a significant proportion of the 
current assets or of the total assets. Other- 
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wise the audit report must disclose the 
omission of these procedures, and no 
opinion should ke expressed on the over- 
all fairness of the financial statements un- 
less the auditor has satisfied himself by 
“other procedures.” 

The AIA aud'ting procedure committee 
suggests clarifying language similar to 
the following: 


“Our examination was made in accord- 
ance with generally accepted auditing stand- 
ards, and accordingly included such tests of 
the accounting records and such other audit- 
ing procedures as we considered necessary 
in the circumstances; however, it was not 
practicable to confirm receivables (to ob- 
serve the physical inventory-taking), as to 
which we have satisfied ourselves by means 
of other auditing procedures.” 





World-famous 
COMPTOMETER® 





SPEED 
WITH FLOATING TOUCH 
for quick and easy operation 





ACCURACY 
WITH 3-WAY CONTROL 
through sight, sound, touch 





QUICK ANSWERS | 
WITH DIRECT ACTION 
for faster figure work 


* For a demonstration of this high- 
speed adding-calculating machine on 
your own work call the Comptometer- 
Comptograph representative. 


Products by 
COMPTOMETER 


Comptogtaph® - Comptometer® - Dictation Machine 


FELT & TARRANT MFG. CO. 
1734 North Paulina St., Chicago 22, Ill. 











The Relation of Invested Capital to Profit 


(Continued from page 465) 


which comprehends the equal weighting 
of the three factors of net sales, gross 
profit and investment in each product. Ex- 
perience shows that the three factors just 
mentioned all have a bearing on the 
amount of administrative and general ex- 
penses incurred and by weighting these 
factors equally the inequity inherent in 
the use of any one factor is overcome to a 
large extent. 

As to research expenses, research de- 
partments direct their efforts usually into 
three channels: 


1. The development of new products 
not related to the present products; 

2. The development of new products 
related to the present products; and 

3. The improvement of the present 
products and the processes for mak- 
ing them. 


The expenses of the research depart- 
ments can be accumulated in the records in 
accordance with these classifications and 
also by problems which designate the par- 
ticular product for which the work is 
being performed. 


You Don’t Have to Buy a Cow 
to Get a Glass of Milk! 





And you don’t have to install 
tabulating equipment to get the 
speed and savings of automatic 
punched-card methods. Not 
with the low-cost service that 
STATISTICAL provides. 


Working directly from your 
records, we can prepare the 
facts and figures you need on a 
sales analysis, inventory or any 
other report—on a regular or 
emergency basis. 


Your data is processed ac- 
curately on the latest type auto- 


Statistical 


s{c 


matic equipment, and the job 
is delivered on time—at far 
lower cost than possible with 
manual methods. It’s a sound 
way to beat rising clerical costs 
and stay within the budget. 


If you operate your own tab 
department, it will pay you to 
call on STATISTICAL for over- 
loads, special assignments or 
exploratory work. This saves 
you the cost and trouble of in- 
stalling additional or special 
equipment for only occasional 
use. 


Just phone our nearest office 
and let’s discuss your needs. 


TABULATING COMPANY 


Established 1933 - Michael R. Notaro, President 


NEW YORK 
80 Broad Street 
WHitehall 3-8383 


CHICAGO 
53 West Jackson 
HArrison 7-4500 

NEWARK 
National-Newark Bldg. 
MArket 3-7636 


411 N. Tenth St. 


CLEVELAND 
1367 E. 6th St. 
SUperior 1-8101 


TABULATING 
fey .Veod 0] wall, Tc) 
TYPING 


ST. LOUIS 


MAin 1-7777 


* TEMPORARY 
OFFICE PERSONNEL 








The expenses falling into the first two 
classes which relate to new developments 
are allocated to individual products on the 
same basis as administrative expenses, 
which, as you will recall, take into con. 
sideration the equal weighting of the three 
factors of net sales, gross profit and in- 
vestment. 

The research expenses in connection 
with the improvement of present products 
and processes, can be charged directly 
against the individual products. 

Some time has been devoted to the ex- 
planation of the method of allocating te. 
search expense because it is becoming a 
more and more important factor with in- 
dustry. 

Wherever possible, income charges and 
credits should be allocated directly to 
products. Where this is not practicable, 
the items are allocated to products on the 
composite basis used for administrative 
and general expenses. 

As previously mentioned, cash in excess 
of normal requirements should be ex- 
cluded from investment figures. It is only 
logical, therefore, that income from this 
source should not be taken into considera- 
tion in the computation of net income by 
individual products. 

The final item to be considered is the 
provision for taxes on income which can 
be applied at the current rate based on 
the estimated income before taxes for 
each product. 

Now, therefore, we have determined 
the net income applicable to each product 
of the company and having already com- 
puted the investment, it is merely a math- 
ematical computation to determine the 
rate of return on the investment in the 
various products. 


HOW THE RETURN ON THE INVESTMENT 
IN EACH PRODUCT CAN BE APPLIED 


Of what value is this information re- 
garding the rate of return on the invest: 
ment in each product of the company and 
how can management apply it to increase 
the profits of the company ? 

It.can be used as a basic factor in the 
establishment of proper sales prices for 4 
company’s products. 

It gives management the information 
needed to properly appraise the worth of 
its various products. From this informa- 
tion it can readily determine which prod- 
ucts are adequately profitable and which 
are not showing adequate returns as well 
as those which are unprofitable. 

A study can then be made with regard 
to the products showing unsatisfactory 
yields which should enable management to 
develop the methods to be employed ia 
correcting this unsatisfactory condition— 
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thaps prices should be increased on maximum. It seems improper to charge a 
some of the products; it may be that added customer for a product at a price based | 
sales effort will increase the volume suffi- only on a partial use of the plant facilities, 
ciently to bring about the desired return; as a company should not expect to earn 
in other cases, the poor showing may re- the desired return on an investment which 
sult from excessive costs which can be re- is used only in part. On the other hand, 
ps duced; while in the case of certain other the customer would be obtaining undue 
255 products perhaps their manufacture should benefit if the price at which he is charged 
the be discontinued. is based on maximum production which is 
i Knowing the products which are most abnormal in the operations of a company. 
wie profitable, it may be advantageous to the 
rd company to have greater emphasis placed ESTIMATING RETURN 
” on the marketing of these products. ON NEW PROJECTS 
‘on Further, it may be determined that rates This gauge of return on investment can 
cts of aomuen tly energy Ascscang — also be used most effectively as a basis for 
tly economically Justilie "a ap ere — evaluating appropriation requests covering 
certain products and that by reducing the projects requiring new fixed capital. In American Appraisals 
eX: sales prices of these products, greater ied order to determine the return on invest- avoid losses due 
re- ume will be obtained with consequently ment for each of these projects, it is neces- d ° 
wl larger profits to the company. There IS sary to estimate capital requirements and to under-insurance 
a this point to consider also, that excessively annual new earnings. Constant dct dieing 
high rates of return invite other manufac- : als ante : ‘ 
har po iggy agente gre The three factors to be taken into con Service® prevents under-insurance by 
nd son ang m x = sar dias cnet sideration in arriving at the capital re- providing current valuation facts— 
to omg Soe era Clee Fe east quirements are: based on records that command 
* It would be unwise to conclude that the 1. New property to be installed. pea om — eee 
a return on investment is the sole consid- 2. Proportionate value of existing prop- ne 
ve eration or even the most important sary erty to be utilized, and, The 
in setting prices at which to sell goods. 3. Working capital required. 
4 ane is probably the most compel- ii r — ‘ AMERICAN 
- ling force in the determination of selling stimated annual new earnings are 
uly ees In some instances, however, compe- based on sales quantities and prices deter- APPRAI SAL 
s tition is relatively unimportant and in such — wd the sales department, less all Company 
by cases the return on the capital invested in costs an epee. leader in property valuation 
the product is the basic factor. The resulting estimated return on in- | HOME OFFICE: MILWAUKEE 1, WIS. 
h The present time offers a good oppor- vestment should be one of the primary | 
, tunity for companies to obtain satisfactory considerations in determining whether 
” returns from the sales of their various new projects should be approved. When | 
1 products. There is a great demand for ma- approved projects are completed and have | 
- terials of all kinds. Competition is not been in operation for a period of months, | 
4 nearly so keen today as it may be at some a report should be made showing a com- | 
future date. Business men should learn parison of the actual investment, earnings, } 
, the investment in each of their products and return with the estimates. a 
b- both to obtain adequate returns now and The investment of large sums in proj- | 
4 for the benefit such knowledge will be ects which fail to produce an adequate re- | 
under real competitive conditions. turn could mean the difference between | 
| In the establishment of the selling price, success and failure. It is imperative, there- | 
the normal capacity production of a unit fore, that all estimates of new capital re- | 
should be considered, rather than the pro- quirements and their estimated return | 
T duction at a lower level, or at the absolute should be most realistic. 
: SUMMARY 
id The use of return on investment as a basic factor in plan- 
. ning the operations of a company serves: 
. FirsT, as a guide to the efficiency of current operations as STURGIS 
compared to past periods on a division and company-wide 1205-G | 
Nn basis. Neat Trick: Tilt back and still keep 
: SECOND, as a yardstick for measuring the budget of opera- pee ce! On the ground. Thane 
1 tions for the coming year against past years, again on a ideas: Salat os 
h division and company-wide basis. 
: THIRD, as a basis for establishment of selling prices and ar- 
d riving at plans to increase returns on individual products. 7 
; THE STURGIS POSTURE CHAIR COMPANY 
: FINALLY, as a means for appraising the adequacy of ex- nee ee 
n pected return on contemplated new and expanded fa- 
- cilities. 
THE CONTROLLER * OCTOBER, 1956 














This Electronic World 


A new research study by Controllership 
Foundation, “Appraising the Economics 


of Electronic Computers,” is being given 
its final review before going to the printer. 


Recognizing that most business men are 


“computer conscious” but that few under- 


stand the technical concepts, the purpose of 


the report is to cut through the technicali- 
ties and get to the core of a common-sense, 
business appraisal of computers. 

The report will vor tell the executive 
what he should do about computers, but it 
will give a point of review and an approach 
that will be helpful in planning action. 

Publication date and price will be an- 
nounced in these pages in a future issue. 

* 


IBM announces two new electronic data- 
processing machines, RAMAC and RAM 
650. The 305 RAMAC (Rindom Access 
Memory Accounting Machine) is built 





oteA 


around a disk memory unit; it also has 
arithmetical and logical processing ability, 
punched card input, and both punched 
card and printed output. The RAM 650 is 
a basic magnetic drum data-processing 
machine with random access memory. 

o 


The Union Dime Savings Bank in New 
York has announced plans to adopt a com- 
pletely automatic electronic bookkeeping 
system. The system will be installed and 
maintained by the Teleregister Corpora- 
tion of Stamford, Conn. The Teleregister 
system replaces ledger cards with elec- 
tronic memory drums. Special key sets con- 
nected by telegraph lines to the drums 
enable tellers to instantly summon infor- 
mation on a depositor’s current balance or 
on deposits, withdrawals, interest compu- 
tations, and other data. The system will 
require 700 square feet of floor space com- 
pared with the 3,000 square feet originally 
planned for tabulating equipment. 





TO SURVEY BENEFITS OF RESEARCH TO CONTROLLERS 


The Second Joint Committee on Long- 
Range Research Objectives of Controllers 
Institute held its first meeting in New York 
on August 23. Those attending this meet- 
ing are shown as follows: 

(Left to right around the table) T. Cecil 
Davis, comptroller, St. Regis Paper Com- 
pany (Canada) Ltd., Montreal, Quebec, 
Canada; J. McCall Hughes,* 1954-1956 
president of Controllership Foundation, 
research arm of Controllers Institute, and 
vice president and controller, Mutual of 
New York; James L. Peirce (chairman), 
vice president and controller, A. B. Dick 
Company, Chicago, Ill.; Paul Haase,* 
managing director, Controllers Institute 
of America; George H. Hetley, divisional 


comptroller, Harrison Radiator Division, 
General Motors Corporation, Lockport, 
N. Y.; Dudley E. Browne,* 1956-1957 
president of Controllers Institute and vice 
president-finance and controller, Lock- 
heed Aircraft Corporation, Burbank, 
Calif.; C. R. Fay, vice president and ccn- 
troller, Pittsburgh Plate Glass Company, 
Pittsburgh, Pa., and George W. Schwarz, 
vice president and general manager, 
General Products Division, Wyandotte 
Chemicals Corporation, Wyandotte, Mich. 
—both directors at large of Controllers 
Institute. William H. Perks, assistant treas- 
urer and controller, Norton Co., Worces- 
ter, Mass., also serves on the Committee. 
* Guests. 
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Trans-World Airlines will install the 
first coast-to-coast network of electronic 
reservations machines. The system will 
keep track of the availability of all seats 
throughout the line’s 35,000 miles of 
routes on four continents. Reservations 
will be covered for 31 days in advance on 
domestic flights and six months on over. 
seas flights. The machine will also tell 
whether current flights are on time, late, 
how late, or cancelled. 


The Toronto Stock Exchange has an 
electronic quotation service designed to 
provide brokers’ offices with bid-and-ask 
prices nearly as fast as changes occur on 
the floor. Subscribers will get a continuous 
display of prices on 50 leading stocks of 
their choice. These prices will appear on 
an electronically activated display board, a 
system said to be new for stock exchanges 
anywhere. The equipment is furnished on 
lease by Teleregister (Canada) Limited, 


Foreign Investments 


Private American investments abroad 
increased in value by $2.4 billion in 1955 
to a total of $29 billion, the Commerce 
Department reported. This compared with 
a $2.8 billion rise during the previous 
year. The fastest growing segment of in- 
vestments abroad, according to Commerce, 
is the foreign branches and subsidiaries of 
U. S. companies. 

These direct investments now have a 
book value of more than $19 billion, com- 
pared with $7 billion at the end of World 
War II. Of this $19 billion, Canada and 
Latin America each has about $6.5 billion 
and Western Europe about $3 billion. 


Income Tax Data 

From 1946 to 1955 taxes collected to- 
taled $459 billion while in the 150 years 
before then, the total taxes collected were 
$253 billion. Recently, income taxes have 
accounted for $57 billion of $68 billion 
total government receipts ; of this, individ- 
ual taxes were $31 billion. Some $25 bil- 
lion of the $31 billion comes from the 
basic 20 per cent bracket; the next $3 bil- 
lion comes from income up to the 56 per 
cent bracket ($20,000 to $22,000). 


Plant Outlays 

A substantial share of expenditures on 
new plant and equipment goes for modern- 
ization and replacement of existing facili- 
ties rather than for expansion of capacity, 
according to the First National City Bank 
of New York. In its September Monthl) 
Bank Letter the Bank says ‘Businessmen 
have recognized increasingly in recent 
years that to stay competitive they must re- 
design products, provide newer machinery, 
streamline operations and otherwise pfo- 
mote greater efficiency in productivity.” 
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Corporate Giving 


Contributions by business to higher edu- 
cation not only are on the increase but are 
becoming wider in scope, according to the 
Council for Financial Aid to Education. 
The Council asked 72 concerns to list con- 
tributions to education for the two years, 
1952 and 1955. Reports from 38 compa- 
nies showed that they had given $8.2 mil- 
lion in 1952 and $17.0 million in 1955. 
Only three companies supported women’s 
colleges in 1952 whereas 16 gave financial 
assistance in 1955. 


Gifts by corporations in excess of the | 


annual five per’ cent deduction can be car- 
ried over to the two succeeding taxable 
years. Deductions in those years, however, 
are also subject to the five per cent limita- 
tion. Charitable contributions by corpora- 
tions reporting income on an accrual basis 
are considered as paid during the taxable 
year if the donation is actually made inside 
the first 10 weeks of the following year. 
The directors, however, must approve the 
grant during the taxable year. 


States Close Ranks in 
Big Tax March on Business 


The need for more revenue is rapidly 
closing the ranks of state governments in 
their search for a share of business income, 
according to Commerce Clearing House. 


More than half the states are now con- | 


| 





centrating on 16 main sources of revenue, | 
nearly half of which are taxed by all the | 
states. A list of these taxes, compiled by | 


CCH, shows the number of states in which 
they are in force: 


No. of States 


TAX where levied 
Property 48 
License 48 
Gasoline 48 
Motor Vehicle 48 
Liquor 48 
Utilities 48 
Insurance Companies 48 
Cigarets 42 
Sales 35 
Franchise 34 
Corporate Income 32 

(incl. Franchise on Income) 
Use 31 
Personal Income 31 
Admissions 28 
Severance 28 
Bank Shares 28 


Within the broad confines of the list, 


CCH explains, there lies a “bewildering | 


multiplicity of separate levies which char- 
acterize the state tax patchwork.” 

The CCH report adds, “The pattern 
varies from state to state. The number of 
items and activities taxed increases all the 
while, but the differences add up to a big 


Ptoblem for the state tax-paying business | 


or individual.” 
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SPEED PAPERWORK! CUT DUPLICATING COSTS 





wtt KEROGRAPHY 


Copy onto masters for any of these duplicating processes 


OFFSET e SPIRIT’e DIAZO 





New developments in xerography 
make it the one, all-purpose, fast 
and economical process for copying 
anything written, typed, printed or 
drawn, onto different types of 
masters for duplicating, at low cost. 

Now you can copy subjects like 
those shown above onto offset paper 
masters, pre-sensitized positive 
working metal masters, spirit (*or 
other fluid-type masters), translu- 
cent masters, by this versatile, photo- 


WRIT 


THE HALOID COMPANY 
56-79X HALOID STREET, ROCHESTER 3, NEW YORK 
BRANCH OFFICES IN PRINCIPAL U.S. CITIES AND TORONTO 


XEROGRAPHY & 


{ ZE-ROG-RA-FEE) 


rae 
_ The fastest, cheapest, most versatile way to make masters for duplicating — 


SAVE time 


AND MONEY 
WITH 


XEROGRAPHY— 


the one, 
all-purpose, fast, 
economical 
process for 
copying subjects 
like these onto 
masters for 
duplicating by 
offset, spirit 


or diazo. 


exact, dry, electrostatic process. 

Versatile xerography provides the 
solution to your copying needs. 
Original copy can be enlarged, re- 
duced or made same size. Masters 
can be made from opaque originals 
or from copy on both sides. Only 
with XeroX® copying equipment 
can you prepare masters for many 
types of duplicating with one quick, 
economical process. Xerography— 
for speed and savings! 


for “proof of performance” folders showing how xerography is saving time 
and thousands of dollars for companies of all kinds, large and small. 
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TOP MEN... 

George T. Scharffenberger has become 
president of Kellogg Switchboard & Sup- 
ply Co., Chicago, Ill. He had been vice 
president and general manager of this di- 
vision of International Telephone & Tele- 
graph Corp. Mr. Scharffenberger has been 
associated with IT&T system since 1943. 


PROMOTIONS ... 

Dudley E. Browne was elected vice pres- 
ident of finance and will continue as con- 
troller of Lockheed Aircraft Corporation, 
Burbank, Calif. Mr. Browne is national 
president of Controllers Institute of Amer- 
ica and is also a trustee of Controllership 
Foundation, the Institute’s research arm. 
... Armin M. Elbert is now treasurer of 
Controls Company of America at Shiller 
Park, Ill. . . . Heading the Bower Roller 
Bearing Division of Federal-Mogul Bower 
Bearings, Inc., Detroit, Mich., is Frank E. 
Halderman who became general manager. 





MR. SCHARFFENBERGER 


H. W. Hinkle was elected comptroller of 
Phillips Petroleum Company, Bartlesville, 
Okla. succeeding R. E. Parr who retired on 
September 1. . . . Thomas J. McCarrick 
was elected general comptroller of East- 
man Kodak Company, Rochester, N. Y. 
Mr. McCarrick joined Kodak in 1935 and 
was subsequently appointed assistant to 
the comptroller; in 1942 he became assist- 
ant comptroller. He succeeds Cornelius J. 





MR. McCARR.CK 


Van Niel who plans to retire from the 
company at the end of the year. 

L. A. Nunnink is now controller of As- 
sociated Merchandising Corp., New York 
City. . . . L. E. Stevens has been named 
senior vice president of the American Hos- 
pital Supply Corporation, Evanston, IIl. 
. . « Volley B. Setzer has been appointed 
comptroller of Southwest General Insur- 
ance Company, Dallas, Texas. 

C. J. McAbee is now controller of the 
Sharples Corp., in Philadelphia, Pa... . 
Richard B. Groome is now controller of 
the Mutual Broadcasting System, New 
York City. . . . Frank E. Beane was ap- 
pointed vice president and controller of 
Underwood Corporation, New York... . 
James E. M. Brown has become assistant 
for Post Office Operations Cost Control in 
the Bureau of Finance, at Washington, 
D. C. . . . Charles H. Burns is now cor- 
porate controller of Fulton Bag and Cot- 
ton Mills, Atlanta, Ga. . . . Kraft Foods 
Company of Chicago, III. recently named 
Gordon Edwards as vice president. 


MR. STEVENS 


George C. Lyon is controller and assist- 
ant treasurer of Doehla Greeting Cards, 
Inc., at Nashua, N. H. . . . H. J. Maud- 
erer was named vice president and man- 
agement representative in the Caribbean 
area of Westinghouse Electric Interna- 
tional Co., New York. Mr. Mauderer 
will have his headquarters in Havana, 
Cuba. . . . W. A. McCullour is now sec- 
retary-treasurer of the General Telephone 
Company of Indiana, Lafayette, Indiana. 
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MR. BURNS 


ADDITIONAL DUTIES FOR... 

Fletcher Dickinson of Pacific Supply Co. 
operative, Walla Walla, Wash., who is 
now treasurer as well as controller and as- 
sistant secretary of the company. . . . Fred 
P. Slivon who is vice president and treas. 
urer of Libby McNeill & Libby, Chicago, 
Ill. . . . Waid V. Clark who has added 
the title of treasurer of Thew Shovel Com. 
pany, Lorain, Ohio, to that of secretary- 
controller. 


NEW CONNECTIONS ... 


George A. Seyfert has joined Ekco 
Products of Chicago, III., as assistant 
comptroller. . . . John C. Grace has joined 
Burton Dixie Corporation, Chicago, IIL, 
as controller and director of finance. . , , 
K. N. Beiriger is chief accountant, Western 
Division, Servomechanisms, Inc., Los An- 
geles, Calif... . W. I. Monaghan te- 
cently became comptroller of Standard 
Fruit & Steamship Company, New Or. 
leans, La., succeeding Walter Brown who 
resigned July 31 to join the public ac- 
counting firm of Bourgeois, Russell & 
Company of New Orleans 

A. T. Joldersma is now vice president. 
finance of the Kawneer Company in Niles, 
Mich. . . . Paul J. Dunphy was recently 
appointed controller of Detroit Controls 
Corporation located in Norwood, Mass. 
.. + C. J. Kushell, Jr., has resigned as fi- 
nancial vice president of Revlon, Inc., 
New York, to accept appointment as finan- 
cial vice president of Montgomery Ward 
& Co., Chicago, IIl., effective December 1. 
Prior to joining Revlon, he had been direc- 
tor of Finance of the Port of New York 
Authority. Mr. Kushell is a past national 
director and past regional vice president of 
Controllers Institute. 





MR. MONAGHAN 


HONORS TO... . 

Rodney S. Durkee, first comptroller of 
General Petroleum Corporation, Los An- 
geles, California, who was presented with 
a plaque in recognition of his long service 
to GP. The occasion was the 40th anni- 
versary of the establishment of the com- 
pany’s Comptroller's Department. The - 
tation to Mr. Durkee, who is now chair- 
man of the Board of Directors of Lane- 
Wells Company and a director of Dresser 
Industries of the same city, read as fol- 
lows: “In appreciation of meritorious ser 
ice rendered by Rodney S. Durkee in be- 
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Presid2nt Minckler of General Petroleum present- 
ing plaque in recognition of his long service to 
Rodney S. Durkee, first comptroller. 


half of his fellow workers in General 
Petroleum Corporation, a Socony Mobil 
Oil Company, this certificate 1s awarded in 
recognition of loyal endeavor during 40 
years of ‘association. Our best wishes are 
extended for a long life endowed with 
good health and happiness.” 

Also attending the honoring dinner 
party were Wesley Cunningham, retired 
director-treasurer-comptroller of GP and 
James T. Durkee, present director-treas- 
urer-comptroller (a brother of Rodney S. 
Durkee). 

Cecil D. “Cy” Marshall, deputy comp- 
troller of the Brooklyn Army Terminal, 
Atlantic Transportation Terminal Com- 
mand, Brooklyn, N. Y., has been elected 
to membership in the SPOT Club, an hon- 
orary organization of the NACA. Mr. 
Marshall, who is a past president of the 
New York Chapter of NACA, is author 
of several articles on accounting matters, 
among them the bulletins, “Accounting for 
Patents’ and “Internal Auditing and the 
Inventory.”” He is also a memter of Beta 
Alpha Psi, honorary accounting fraternity. 


NEW PROJECTS... 


Nathan Greenberg, financial vice presi- 
dent and controller of Great American 
Plastics Company of Fitchburg, Massachu- 
setts, and a CPA (Mass.), has formed an 
accounting and management consulting 
partnership with Hyman M. Brodsky and 
Howard S. Lockwood in Worcester, Mass. 
... W. L. Mcintyre, CPA of New Or- 
leans, La., has opened an office in associa- 
tion with J. Earl Pedelahore. 


WRITERS . . . 


F. R. Friedley, assistant comptroller, 
Columbia-Geneva Steel Division of 
United States Steel Corporation, San 
Francisco, Calif., is author of an article 
entitled “Cost Studies for Cost Reduc- 
tion” published in the April 1956 issue 
of the NACA Bulletin. 





APPRECIATION 
w PARTY ® 


SPEAKERS ... 

J. R. Spangler, secretary and treasurer, 
the Mountain States Telephone and Tele- 
gtaph Company, Denver, Colorado, re- 
cently addressed the graduating class on 
Controllership at the School of Business 
of the University of Colorado. His topic 
was ‘Some Practical Aspects of Control- 
lership.” 





Obitua ry 





V. FRANK GREIs, formerly assistant 
controller and assistant secretary of A. G. 
Spalding & Bros. Inc., Chicopee, Mass., 
died on August 20, 1956 at the age of 66. 
Mr. Greis was president of the Springfield 
Control of Controllers Institute, 1948-49. 


EDWARD F. JAMES, 52, died on June 25, 
1956 following a heart attack in his office 
at the Fidelity-Philadelphia Trust Com- 
pany in Philadelphia, Pa. 

Mr. James’ entire 35-year business ca- 
reer was spent with his bank. He became 
assistant controller in 1942; controller in 
1948; and treasurer in 1954. 





Left to right: President R. L. Minckler; Wesley Cun- 
ningham, re‘ired comptroller; James Durkee, pres- 
ent comptroller, and Rodney S. Durkee. 


He was a member of the American 
Bankers Association, Controllers Insti- 
tute, and the National Office Management 
Association. His activity for over 20 years 
with the National Association of Bank 
Auditors and Comptrollers included past 
president of the Philadelphia Chapter of 
NABAC on up to the national presidential 
nomination for the term of 1956-57 at 
the time of his death. 


ROBERT D. MARSHALL, formerly con- 
troller of Terminal Refrigerating & Ware- 
housing Corp., Washington, D. C., died 
on July 20, 1956. He was 82. 


H. W. New, 68, died on August 1, 
1956. At the time of his death he was sec- 
retary-treasurer of Stratton-Warren Hard- 
ware Company, Memphis, Tenn. 


REGINALD W. PorTER, age 57, died sud- 
denly on September 16, 1956. At the time 
of his death he was treasurer of the Van 
Norman Company, Springfield, Mass. He 
served as president of the Springfield Con- 
trol, Controllers Institute, 1953-54. 


JOHN E. SturRM, controller of Address- 
ograph-Multigraph Corporation, died sud- 
denly of a heart attack on August 18, 1956. 
He was 48 years old. 


CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER should 
be received in the editorial offices of THE CONTROLLER, 
Two Park Avenue, New Ycerk 16, N. Y., before the first of 
the menth to affect the following month’s issue. For instance, 
if you desire the address changed for your December issue, we 
should be notified of your new address before November 1. 
Include your postal zone as well as your old and new address. 
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EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 





RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to THE CON- 
TROLLER, Two Park Avenue, New York 16, 
N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





INSURANCE ADMINISTRATOR 


Currently employed by multiplant manufacturer, 
with domestic and foreign subsidiaries, devot- 
ing my full time to insurance management and 
pensions. Eight years with present employer. 
Fully experienced in developing a well-rounded 
program by negotiating ‘“‘tailor-made’” policies 
for all types of business insurance. My previous 
experience as chief accountant is very helpful 
with present assignment. Age 44. Married with 
children. Box 2227. 


CORPORATE FINANCE 


Congenial, progressive, resourceful CPA, pres- 
ently treasurer of multiplant manufacturing 
corporation with wide experience in corporate 
finance, corporation acquisitions, taxes, rene- 
gotiation and budgetary controls seeks oppor- 
tunity to utilize abilities for further manage- 
ment growth. Box 2232. 


CONTROLLER-TREASURER 
Presently employed controller (eight years) 
seeks position as controller and treasurer. 
Broad and extensive experience in medium 
and large national firms. Versed in costs 
(heavy), budgets, internal auditing, taxes, 
corporation and general accounting, financial 
and management controls. Professional sys- 
tems and procedures experience large national 
CPA firm. Public and industrial accounting ex- 
perience. Age 40. B.S. degree. Minimum salary 
$12,000.00. Box 2233. 


CONTROLLER OR ASSISTANT 
CPA, B.S., 35. Thirteen years’ diversified ac- 
counting, audit, tax, systems experience. Seven 
years national CPA firm; three years corpora- 
tion internal auditor; one year U.S. General 
Accounting Office; presently with National 
Office Internal Revenue. $10,000—$15,000. 
Box 2234. 


ACCOUNTANT-ASSISTANT TREASURER 
Twenty-seven years’ experience in general ac- 
counting, finance, management controls. Now 
with manufacturing publisher. Desires career 
Opportunity with progressive firm in the Phil- 
adelphia area. Box 2235. 


CONTROLLER-TREASURER 
Twenty-five years’ proven integrity, seeking po- 
sition offering senior responsibility. Thoroughly 
experienced in finance, personnel management 
and wholesale manufacturing. Former public 
auditor, accountant and U.S. Treasury agent. 
Ht 5'11”, Wt 164, married. Will relocate. 
Box 2236. 





NOTE: THe Contro.ier reserves the right to ac- 
cept, reject or censor classified copu and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bouyht or sold. 





PanAmerican’s Electronic Data-Processing Center 


(Continued from page 467) 


tapped reservoir of economy of unbeliev- 
able proportions. The 705 has the facility 
for doing almost anything which can be 
considered a routine mental evaluation of 
a simple nature. Almost all executives have 
many chores which require poring over 
figure facts, constantly scanning for dan- 
ger areas or questionable items or sources 
for resurvey or for changes in decision. 
Some of these examinations and inspec- 
tions are so automatic as to be considered 
instinctive; where they are that simple, let 
us charge the machine with that type of 
activity. Our mental action concerns tol- 
erances which are built on mathematical 
comparisons or ratios, which are basic and 
not subject to much change. 

At the lower echelons of our business, 
this evaluation process and search for vari- 
ances is even more widespread. Our staffs 
constantly go over areas at the item levels 
to institute action. We have clerks match- 
ing receivables, manually poring over dol- 
lars and over items. We have stores people 
checking availability reports in search of 
the parts in low supply. We have every- 
where mental standards and variance limi- 
tations which can be reduced to machine 
instructions further to ease our burden 
merely by bringing to our attention only 
those facts that require decision. 

This machine's versatility for acceptance 
of instructions of this nature can release 
us from this bondage and give our minds 
more and more opportunity for construc- 
tive and visionary exploration. 

Pan American is concerned with quality 
and action information. We are certain 
that the singling out of factors for deci- 
sion rather than the production of volumi- 
nous reports will increase our managerial 
efficiency and bring us greater time and 
opportunity for constructive thought. If 
the haystack is removed, the needle does 
not require much finding. 


INPUT PROBLEMS 

Our people are vigorously engaged in 
determining a solution to the input prob- 
lem. Since tabulating cards are the major 
entry to magnetic tape, we have numbers 
of key-punch operators putting documen- 
tary information at slow speed into cards 
so that we can then transfer it onto the 
tape and thus earn the processing advan- 
tages of our new equipment. One of the 


major solutions to this problem is the use 
of electronic scanning of the grid or plane 
type. These scanners are now available and 
even with their limited ability can afford 
economies. But we are looking still fur. 
ther. We see in the near future an elec. 
tronic scanner with multiple heads and 
minimum hardware, capable of handling a 
variety of documents directly onto paper 
tape or magnetic tape rather than onto tab- 
ulating cards, all at speeds far in excess of 
our existing processes. It will be compact 
and versatile and will require little or no 
verification factors in its operation. 

Transcribing the data from tabulating 
cards onto magnetic tape is also presently 
a tedious matter, tying up three important 
machines, which must run practically con- 
tinuously to provide a sufficient quantity 
of initial input data in useful form. Fortu- 
nately this is done completely independ- 
ently of the central processing unit, the 
main frame. Speeding up of this activity is 
a “must,” not by duplicating the number 
of units but by having the resourceful elec- 
tronics engineers focus on the problem as 
they have in developing the high-speed 
printer. 

We have been saturated by the ava- 
lanche of articles concerning electronic 
equipment. The major theme inevitably 
concerns its Dr. Jekyll and Mr. Hyde char- 
acteristics in that the advantages are fre- 
quently stated to be offset by a voracious 
appetite in the realm of costs and of super- 
intelligence necessary to its adequate op- 
eration and control. Let me tell you that 
this makes good tabloid reading, and 
sometimes one wonders whether these ex- 
perts really have been on the firing line 
or whether they are mainly interested in 
advancing their careers through the use of 
spectacular and exaggerated descriptions 
of tasks to be performed. 

If this discussion can serve as assurance 
to you on the threshold of electronic data- 
processing, particularly from the stand- 
point of having confidence in the ability of 
your own people competently to handle the 
tasks involved, I will be content. We have 
naturally had pains during our gestation 
period but are more than ever convinced 
that in Pan American our 705 has and will 
continue to create new life within out 
data-processing concepts. 


HUMANATION 
The modern machine age has coined a new word— 
“humanation’’—described as a technique to key human tre- 
sources to the demands of automation. Author of the word 
is the Klein Institute for Aptitude Testing, Inc. 


THE CONTROLLER * OCTOBER, 1956 








